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
7KHDVVRFLDWLRQEHWZHHQHDUQLQJVTXDOLW\DQGWKHFRVWRIHTXLW\FDSLWDO
(YLGHQFHIURPWKH8.

<DVVHU(OLZD/RXJKERURXJK8QLYHUVLW\
-LP+DVODP6KHIILHOG8QLYHUVLW\
6DQWKRVK$EUDKDP([FHOVLRU&ROOHJH
 



$EVWUDFW 7KLV VWXG\ H[DPLQHV WKH DVVRFLDWLRQ EHWZHHQ HDUQLQJV TXDOLW\ DQG WKH FRVW RI
HTXLW\ LQ WKH8QLWHG.LQJGRP8.RYHU WKH WLPHSHULRG7KLVVHWWLQJDQG WLPH
SHULRG HQDEOHV XV WR H[DPLQH WKH HIIHFW RI ,)56 EDVHG HDUQLQJVRQ WKHSULFLQJRI HDUQLQJV
TXDOLW\DQGKRZWKLVUHODWLRQLVLQIOXHQFHGE\DSHULRGRIVHYHUHPDFURHFRQRPLFWXUEXOHQFH
DVLQWKHFDVHRIWKHUHFHQWJOREDOILQDQFLDOFULVLV:HILQGDVLJQLILFDQWQHJDWLYHDVVRFLDWLRQ
EHWZHHQHDFKDFFRXQWLQJEDVHGHDUQLQJVTXDOLW\SUR[\FRQVLGHUHGVHSDUDWHO\DQGWKHFRVWRI
HTXLW\ 2XU UHVXOWV DOVR LQGLFDWH WKDW GXULQJ WKH ILQDQFLDO FULVLV WKH UHODWLRQVKLS EHWZHHQ
HDUQLQJV TXDOLW\ DQG FRVW RI HTXLW\ EHFRPHV PRUH SURPLQHQW WKDQ LQ WKH SUHFULVLV SHULRG
7KLVVWUHQJWKHQLQJRI WKHUHODWLRQVKLSGXULQJDSHULRGRIPDFURHFRQRPLFWXUEXOHQFHVKRZV
WKH LPSRUWDQFH LQYHVWRUV SODFH RQ HDUQLQJV TXDOLW\ DV D PHDVXUH RI ULVN 2XU UHVXOWV DOVR
GRFXPHQWWKDWLQYHVWRUVSODFHPRUHLPSRUWDQFHRQWKHLQQDWHFRPSRQHQWRIDFFUXDOVTXDOLW\
WKDQ RQ WKH GLVFUHWLRQDU\ FRPSRQHQW 7KHVH UHVXOWV VKRXOG EH UHDVVXULQJ WR 86 VWDQGDUG
VHWWHUVZKRDUHFRQVLGHULQJDGRSWLQJRUFRQYHUJLQJWR,)56
.H\ZRUGVHDUQLQJVTXDOLW\DFFUXDOVTXDOLW\WKHFRVWRIHTXLW\ILQDQFLDOFULVLV
 ,QWURGXFWLRQ
7KH TXHVWLRQ RI ZKHWKHU KRZ DQG WR ZKDW H[WHQW HDUQLQJV TXDOLW\ DIIHFWV FDSLWDO PDUNHW
UHVRXUFH DOORFDWLRQ GHFLVLRQV LV IXQGDPHQWDO WR XQGHUVWDQGLQJ  ZK\ DQG KRZ DFFRXQWLQJ
LQIRUPDWLRQ PDWWHUV WR LQYHVWRUV )UDQFLV HW DO  7KHRUHWLFDO ZRUN SRVLWV WKDW
LQIRUPDWLRQULVN LVDSULFHGULVNIDFWRU (DVOH\DQG2
KDUD/DPEHUWHWDODQG
WKHUH LV HPSLULFDO HYLGHQFH WR VXSSRUW WKLV HJ )UDQFLV HW DO   9HUGL 
2JQHYD  *UD\ HW DO  0F,QQLV  .LP DQG 4L  %KDWWDFKDU\D HW DO
*DUFtD/DUDHWDO%DUWKHWDO0RXVHOOLHWDO
+RZHYHU WKH HPSLULFDO VWXGLHV DUH PDLQO\ FRQGXFWHG XVLQJ 86 GDWD ZKLFK OLPLWV WKH
JHQHUDOLW\RIWKHLUILQGLQJVYLVjYLVFRQWH[WVEH\RQGWKH86<HWUHVHDUFKHUVKDYHUHPLQGHG
XVRIWKHLPSRUWDQFHRIH[DPLQLQJMXULVGLFWLRQVSHFLILFIDFWRUVLQLQYHVWLJDWLQJWKHSULFLQJRI
HDUQLQJVTXDOLW\)UDQFLVHWDO*UD\HWDO7KLVVWXG\H[DPLQHVWKHDVVRFLDWLRQ
EHWZHHQHDUQLQJVTXDOLW\DQGWKHFRVWRIHTXLW\LQWKH8QLWHG.LQJGRP8.RYHUWKHWLPH
SHULRG
2XUFKRLFHVRIWKH8.VHWWLQJDQGWKHWLPHSHULRGH[DPLQHGDUHPRWLYDWHGE\WZRIDFWRUV7R
WKHEHVWRI WKHDXWKRUV
NQRZOHGJH WKLV LV WKHILUVWFRXQWU\VSHFLILFVWXG\WKDWH[DPLQHV WKH


HIIHFWRI ,)56RQ WKHSULFLQJRIHDUQLQJVTXDOLW\ ,QDGGLWLRQ WRH[DPLQLQJ WKH UHODWLRQVKLS
EHWZHHQHDUQLQJVDWWULEXWHVDQGWKHFRVWRIHTXLW\RXUVWXG\H[DPLQHVZKHWKHULQYHVWRUVDUH
LQGLIIHUHQW WR WKH VRXUFH RI LQIRUPDWLRQ ULVN LQ DQ ,)56 VHWWLQJ ZKLFK KDV QRW WR RXU
NQRZOHGJHEHHQH[DPLQHGLQSULRUZRUN6HFRQGWRWKHEHVWRIWKHDXWKRUV
NQRZOHGJHWKLV
LVWKHILUVWVWXG\WRH[DPLQHWKHUHODWLRQVKLSEHWZHHQHDUQLQJVTXDOLW\DQGWKHFRVWRIFDSLWDO
GXULQJDSHULRGRIVHYHUHPDFURHFRQRPLFWXUEXOHQFH,QWKHGLVFXVVLRQEHORZZHH[SDQGRQ
KRZWKHVHWZRIDFWRUVFRQWULEXWHWRWKHOLWHUDWXUH
,WLVZLGHO\DFFHSWHGWKDWUHSRUWLQJSUDFWLFHVDUHVKDSHGE\PDQ\H[WHUQDOIDFWRUVLQFOXGLQJD
FRXQWU\¶V OHJDO LQVWLWXWLRQV HJ WKH UXOH RI ODZ WKH VWUHQJWK RI WKH HQIRUFHPHQW UHJLPH
HJDXGLWLQJFDSLWDOPDUNHWIRUFHVHJWKHQHHGWRUDLVHRXWVLGHFDSLWDORZQHUVKLSDQG
JRYHUQDQFH VWUXFWXUH VHH %DOO HW DO  /HX] HW DO  6RGHUVWURP DQG 6XQ 
1REHVDQG%DOODUJXHWKDWGHVSLWHWKHDGRSWLRQRI,)56WKHVHH[WHUQDOIDFWRUV
ZLOOFRQWLQXHWRLQIOXHQFHUHSRUWLQJFKRLFHVDQG.YDDODQG1REHVSURYLGHHYLGHQFHWR
VXSSRUW WKLV ,Q WKLV UHVSHFW WKH86DQG WKH8.VKDUH DQXPEHURI FRPPRQ IHDWXUHV HJ
ERWK KDYH D FRPPRQ ODZ V\VWHP GLVSHUVHG RZQHUVKLS VWURQJ LQYHVWRU ULJKWV VWURQJ OHJDO
HQIRUFHPHQW DQG ODUJH HTXLW\ PDUNHWV /HX] HW DO  1REHV HW DO  7KH WZR
FRXQWULHV KDYH DOVR EHHQ FODVVLILHG WRJHWKHU EDVHG RQ WKHLU VLPLODULWLHV LQ SULRU DFFRXQWLQJ
VWXGLHV/HX]HWDO%KDWWDFKDU\DHWDO1REHVHWDO+RZHYHULQVSLWHRI
WKHVLPLODULWLHVEHWZHHQWKHWZRFRXQWULHVWKHUHUHPDLQVRQHNH\GLIIHUHQWLDWLQJIDFWRUWKH
XVHRI,)56LQWKH8.DQG86*$$3LQWKH86DPRQJSXEOLFO\WUDGHGFRPSDQLHV
:KLOH ERWK 86 *$$3 DQG ,)56 DUH FRQVLGHUHG DV KLJK TXDOLW\ DFFRXQWLQJ VWDQGDUGV DQG
VKDUHPXFKLQFRPPRQWKHUHDUHXQGHUO\LQJGLIIHUHQFHVEHWZHHQWKHP6XQHWDO$
IXQGDPHQWDOGLIIHUHQFHLVWKDW,)56DUHSULQFLSOHVEDVHGZKLOH86*$$3DUHUXOHVEDVHGDQG
PRUHVSHFLILFWKDQ,)56RIWHQUHTXLULQJWKHIROORZLQJRIPRUHVSHFLILHGSUHVFULSWLRQV+DLOHW
DO)XUWKHUPRUH WKHUHDUHDQXPEHURISDUWLFXODUGLIIHUHQFHVEHWZHHQ,)56DQG86
*$$3 0RVW QRWDEOH LV WKH KHDYLHU UHOLDQFH RQ IDLU YDOXH DFFRXQWLQJ DQG XSZDUG DVVHW
YDOXDWLRQV ZLWKLQ ,)56 UHIOHFWLQJ D VWURQJHU HTXLW\ PDUNHW IRFXV $VKEDXJK DQG 3LQFXV
&XLMSHUVDQG%XLMLQN:DQJHWDO%\DUGHWDO7DQHWDO-LDR
HWDO+RUWRQHWDO&KRLHWDO3OXPOHHDQG3OXPOHH+DLOHWDO
 8VLQJ WKH 8. DV RXU VHWWLQJ HQDEOHV XV WR IRFXV RQ WKH HIIHFW RI ,)56 RQ HDUQLQJV
TXDOLW\DQGWKHFRVWRIFDSLWDO
)XUWKHUPRUH D SDUWLFXODU FRQWULEXWLRQ RI RXU VWXG\ LV WKDW ZH H[DPLQH KRZ LQWULQVLF DQG
GLVFUHWLRQDU\DWWULEXWHVRIHDUQLQJVTXDOLW\VHSDUDWHO\LQIOXHQFHWKHFRVWRIFDSLWDOLQDQ,)56


EDVHG VHWWLQJ 86EDVHG UHVHDUFK VKRZV WKDW ERWK LQWULQVLF DQG GLVFUHWLRQDU\ DWWULEXWHV DUH
SULFHGE\ WKHPDUNHW )UDQFLV HW DO 7KHEURDGHU DQG OHVV VSHFLILFSULQFLSOHV
EDVHG,)56FDQSURYLGHPDQDJHPHQWZLWKRSSRUWXQLWLHVIRUDJJUHVVLYHUHSRUWLQJ+RZHYHULW
DOVRSURYLGHVPDQDJHPHQWZLWKWKHRSSRUWXQLW\WREHWWHUUHIOHFWWKHHFRQRPLFVLWXDWLRQRIWKH
FRPSDQ\ DQG WKHUH LV D JURZLQJ ERG\ RI HYLGHQFH ZKLFK LQGLFDWHV WKDW SULQFLSOHVEDVHG
VWDQGDUGV OHDGSUHSDUHUV WR LVVXHKLJKTXDOLW\ ILQDQFLDO UHSRUWV 6HJRYLDHW DO  -DPDO
DQG7DQ$JRJOLDHWDO&RKHQHWDO7KHUHVXOWVRIRXUVWXG\VKRXOGEHRI
LQWHUHVW WRSROLF\PDNHUV LQ WKH8QLWHG6WDWHVFRQVLGHULQJDGRSWLRQRUFRQYHUJHQFH WRZDUGV
,)56VHH6(&,WSURYLGHVHYLGHQFHRQZKHWKHULQYHVWRUVYDOXH,)56HDUQLQJVLQD
VLPLODU IDVKLRQ WR 86 *$$3 HDUQLQJV 2I SDUWLFXODU LPSRUWDQFH LV ZKHWKHU LQYHVWRUV
GLIIHUHQWLDWH EHWZHHQ WKH LQWULQVLF DQG GLVFUHWLRQDU\ FRPSRQHQW RI HDUQLQJV TXDOLW\ LQ D
SULQFLSOHVEDVHGDFFRXQWLQJV\VWHP
)LQDOO\ WR WKHEHVW RI WKH DXWKRUV¶NQRZOHGJH WKLV VWXG\ LV WKH ILUVW WR WHVW WKH DVVRFLDWLRQ
EHWZHHQHDUQLQJVTXDOLW\DQGWKHFRVWRIHTXLW\GXULQJDSHULRGRIILQDQFLDOFULVLVLQDFRXQWU\
ZLWK UHODWLYHO\ VWURQJ ILVFDO VXVWDLQDELOLW\ :KLOH WKHUH LV D JURZLQJ ERG\ RI HYLGHQFH WKDW
H[DPLQHVWKHUHODWLRQVKLSEHWZHHQHDUQLQJVTXDOLW\DQGWKHFRVWRIHTXLW\SULRUUHVHDUFKKDV
QRW H[DPLQHG KRZ WKLV UHODWLRQVKLS LV DIIHFWHG E\ D ILQDQFLDO FULVLV  ,QGHHG WKH HIIHFW RI
PDFURHFRQRPLFFRQGLWLRQVRQHDUQLQJVTXDOLW\LQJHQHUDOLVDQDUHDZKHUHWKHUHLVOLPLWHG
ZRUNLQVSLWHRIWKHODUJHERG\RIHYLGHQFHLQWKHZLGHUILHOGRIHDUQLQJVPDQDJHPHQW)LOLS
DQG 5DIIRXUQLHU  S QRWH ³JHQHUDOO\ VSHDNLQJ WKH FRQVHTXHQFHV RI PDFUR
HFRQRPLF FKDQJHV LQ WKH TXDOLW\ RI DFFRXQWLQJ LQIRUPDWLRQ DUH ODUJHO\ XQH[SORUHG´ ,Q
JHQHUDOWHUPVDILQDQFLDOFULVLVFDQEHGHILQHGDVDQLQWHUUXSWLRQRIWKHQRUPDOIXQFWLRQLQJRI
ILQDQFLDOPDUNHWV$WWKHEHJLQQLQJRIFDSLWDOPDUNHWVDURXQGWKHZRUOGVXIIHUHGIURPD
JOREDO ILQDQFLDO FULVLV IROORZLQJ WKH FROODSVH RI WKH 86 VXESULPH PRUWJDJH PDUNHW 7KH
FULVLV IRUPXODWHV IRU (XURSHDQ ILUPV DQ HFRQRPLF HQYLURQPHQW FKDUDFWHULVHG E\ GHFOLQLQJ
*'3ORZHURXWSXWUHGXFHGSXEOLFVSHQGLQJDQGDODFNRIOLTXLGLW\IRUILUPVDQGLQGLYLGXDOV
7KHFULVLVKDGLWVFRQVHTXHQFHVDOVRLQWKH8.ZKHUHWURXEOHGPRUWJDJHSURYLGHUVRUEDQNV
ZHUH UHVFXHG %DUWK DQG /DQGVPDQ  ,TEDO DQG .XPH  ,DWULGLV DQG 'LPLWUDV
.RXVHQLGLVHWDO%RZHQDQG.KDQ7URPEHWWDDQG,PSHUDWRUH
8VLQJILUPVOLVWHGRQWKH/RQGRQ6WRFN([FKDQJHGXULQJWKHSHULRGZHH[DPLQH
WKH DVVRFLDWLRQ EHWZHHQ HDUQLQJV TXDOLW\ DQG WKH FRVW RI HTXLW\ 'UDZLQJ RQ )UDQFLV HW DO
 ZH XVH DFFUXDOV TXDOLW\ HDUQLQJV SHUVLVWHQFH HDUQLQJV SUHGLFWDELOLW\ DQG HDUQLQJV
VPRRWKQHVVDVRXUPHDVXUHVRIHDUQLQJVTXDOLW\:H ILQGD VLJQLILFDQWQHJDWLYHDVVRFLDWLRQ


EHWZHHQHDFKDFFRXQWLQJEDVHGHDUQLQJVTXDOLW\SUR[\FRQVLGHUHGVHSDUDWHO\DQGWKHFRVWRI
HTXLW\PHDVXUHGE\WKHHDUQLQJVSULFHUDWLRVLQUHODWLRQWRWKHLULQGXVWU\SHHUVIndEPEXW
WKH H[FHSWLRQV RU OHDVW FRQVLVWHQW DVVRFLDWLRQV DUH IRXQG IRU VPRRWKQHVV $OVR WKH UHVXOWV
VKRZWKDW WKHSUHGLFWDELOLW\SUR[\H[SODLQVPRUHRI WKHYDULDWLRQLQHVWLPDWHVRI WKHFRVWRI
HTXLW\IROORZHGE\DFFUXDOVTXDOLW\WKHQSHUVLVWHQFHDQGILQDOO\VPRRWKQHVV(FRQRPLFDOO\
WKH ODUJHVW LPSDFW HDUQLQJVSUHGLFWDELOLW\ LQFUHDVHV WKH FRVW RI HTXLW\E\EDVLVSRLQWV
ESZKHQZHPRYHIURPILUPVZLWKWKHEHVWSUHGLFWDELOLW\GHFLOHWRWKRVHLQWKHZRUVWGHFLOH
7KHUHVXOWVDOVRVKRZWKDWWKHHIIHFWRQWKHFRVWRIHTXLW\RIDXQLWRILQQDWHHDUQLQJVTXDOLW\
LV ODUJHU LQ ERWK PDJQLWXGH DQG VWDWLVWLFDO VLJQLILFDQFH WKDQ WKH HIIHFW RI D XQLW RI
GLVFUHWLRQDU\ HDUQLQJV TXDOLW\ ,Q HFRQRPLF WHUPV WKH ODUJHVW HIIHFW RI WKH LQQDWH DFFUXDOV
TXDOLW\LQFUHDVHVWKHFRVWRIHTXLW\E\ESEHWZHHQWKHKLJKHVWDQGORZHVWGHFLOHUDQNVRI
LQQDWHDFFUXDOVZKLOH WKHVLPLODU ILJXUH IRUGLVFUHWLRQDU\DFFUXDOVTXDOLW\ LVRQO\EDVLV
SRLQWV 7KLV ILQGLQJ LQGLFDWHV WKDW LQYHVWRUV DVVLJQ IDU PRUH LPSRUWDQFH WR WKH LQQDWH
FRPSRQHQWRIHDUQLQJVWKDQWKHGLVFUHWLRQDU\FRPSRQHQW:KLOHWKHVHUHVXOWVDUHLQOLQHZLWK
)UDQFLVHWDO¶V86VWXG\WKHHIIHFWLVPRUHSURQRXQFHGLQRXUVWXG\
2XU UHVXOWV DOVR LQGLFDWH WKDW GXULQJ WKH ILQDQFLDO FULVLV WKH UHODWLRQVKLS EHWZHHQ HDUQLQJV
TXDOLW\ DQG FRVW RI HTXLW\ EHFRPHV PRUH SURPLQHQW WKDQ LQ WKH SUHFULVLV SHULRG 7KLV
VWUHQJWKHQLQJ RI WKH UHODWLRQVKLS GXULQJ D SHULRG RI PDFURHFRQRPLF WXUEXOHQFH VKRZV WKH
LPSRUWDQFHLQYHVWRUVSODFHRQHDUQLQJVTXDOLW\DVDPHDVXUHRIULVN:HDOVRILQGWKDWZKLOH
WKHUHLVDVWURQJHUVLJQLILFDQWDVVRFLDWLRQEHWZHHQWKHLQQDWHFRPSRQHQWDQGWKHFRVWRIHTXLW\
LQ WKH FULVLV SHULRG WKDQ LQ WKH SUHFULVLV SHULRG WKHUH LV QR DVVRFLDWLRQ EHWZHHQ WKH
GLVFUHWLRQDU\FRPSRQHQWDQGWKHFRVWRIHTXLW\LQERWKSHULRGV7KLVLQGLFDWHVWKDWLQYHVWRUV
DUH OHVV FRQFHUQHG DERXW GLVFUHWLRQDU\ PDQDJHULDO FKRLFHV WKDQ WKH\ DUH DERXW EXVLQHVV
PRGHOVDQGWKHH[WHUQDOHQYLURQPHQWWKDWDFRPSDQ\LVRSHUDWLQJLQ7KLVSURYLGHVHYLGHQFH
WKDWLQYHVWRUVDUHOHVVFRQFHUQHGDERXWULVNIURPPDQDJHULDOUHSRUWLQJFKRLFHVWKDQWKH\DUH
DERXW LQIRUPDWLRQ WKDW UHIOHFWV WKH IXQGDPHQWDOV RI D EXVLQHVV 7KHVH UHVXOWV VKRXOG EH
UHDVVXULQJWR86VWDQGDUGVHWWHUVZKRDUHFRQVLGHULQJDGRSWLQJRUFRQYHUJLQJWR,)56
7KH UHVW RI WKLV SDSHU SURFHHGV DV IROORZV VHFWLRQ  GLVFXVVHV WKH GHYHORSPHQW RI WKH
K\SRWKHVHVLQ WKHFRQWH[WRIDUHYLHZRISULRUVWXGLHVVHFWLRQRXWOLQHVVDPSOHVHOHFWLRQ
DQG YDULDEOHV PHDVXUHPHQW VHFWLRQ  LQWURGXFHV WKH PDLQ WHVWV DQG HPSLULFDO UHVXOWV
VHFWLRQFRQFOXGHVWKHSDSHU


 /LWHUDWXUHUHYLHZDQGK\SRWKHVHVGHYHORSPHQW
7KHDVVRFLDWLRQEHWZHHQHDUQLQJVTXDOLW\DQGWKHFRVWRIFDSLWDO LVEDVHGRQWKHWKHRU\WKDW
LQIRUPDWLRQ ULVN LV SULFHG GXH WR HLWKHU LQIRUPDWLRQ DV\PPHWU\ EHWZHHQ LQIRUPHG DQG
XQLQIRUPHGLQYHVWRUV(DVOH\DQG2
KDUDRUGXHWRWKHGLIIHUHQFHVLQWKHSUHFLVLRQRI
LQIRUPDWLRQUHOHDVHGE\FRPSDQLHV/DPEHUWHWDO,UUHVSHFWLYHRIWKHVRXUFHWKHUHLV
D JHQHUDO FRQVHQVXV WKDW LQIRUPDWLRQ ULVN LV QRQGLYHUVLILDEOH DQG WKHUHIRUH LQIOXHQFHV WKH
SULFLQJRIFDSLWDO
7KLV UHODWLRQVKLS LV VXSSRUWHG E\ D QXPEHU RI HPSLULFDO SDSHUV HJ )UDQFLV HW DO 
9HUGL&RUHHWDO2JQHYD*UD\HWDO0F,QQLV.LP
DQG4L%KDWWDFKDU\DHWDO*DUFtD/DUDHWDO%DUWKHWDO0RXVHOOL
HW DO 7KHPDMRULW\RI WKHVH VWXGLHVXVHRQHSUR[\ WRPHDVXUH HDUQLQJVTXDOLW\ WKH
PRVWFRPPRQEHLQJDFFUXDOVTXDOLW\DVDXQLTXHSUR[\IRUHDUQLQJVTXDOLW\HJ)UDQFLVHW
DO&RUHHWDO2JQHYD*UD\HWDO.LPDQG4L
)UDQFLV HW DO¶V  VHPLQDO ZRUN LV DPRQJ WKH IHZ WKDW XVHV PXOWLSOH SUR[LHV WR
LQYHVWLJDWH WKLV UHODWLRQVKLS 7KH\ XVH VHYHQ SUR[LHV RI HDUQLQJV TXDOLW\ DFFUXDOV TXDOLW\
HDUQLQJV SHUVLVWHQFH HDUQLQJV SUHGLFWDELOLW\ HDUQLQJV VPRRWKQHVV YDOXH UHOHYDQFH
WLPHOLQHVV DQG FRQVHUYDWLVP IRU 86 ILUPV 7KHLU ILQGLQJV VKRZ D VWDWLVWLFDOO\ VLJQLILFDQW
DVVRFLDWLRQEHWZHHQHDFKHDUQLQJVTXDOLW\SUR[\FRQVLGHUHGVHSDUDWHO\DQGWKHFRVWRIHTXLW\
WKHH[FHSWLRQVRUOHDVWFRQVLVWHQWDVVRFLDWLRQZHUHIRUSUHGLFWDELOLW\DQGFRQVHUYDWLVP7KH\
DOVRILQGWKDWWKHDFFRXQWLQJEDVHGHDUQLQJVTXDOLW\SUR[LHVDQGSDUWLFXODUO\DFFUXDOVTXDOLW\
H[SODLQPRUHRI WKHYDULDWLRQ LQ WKHFRVWRIHTXLW\HVWLPDWHVFRPSDUHG WR WKHPDUNHWEDVHG
SUR[LHV
:KLOH WKH PDLQ ERG\ RI ZRUN  IRFXVHV RQ 86 GDWD *UD\ HW DO  LV DPRQJ  VHOHFW
UHVHDUFK WKDW H[DPLQHV D GLIIHUHQW VHWWLQJ 8VLQJ WKH XQLTXH UHJXODWRU\ DQG LQVWLWXWLRQDO
HQYLURQPHQWRI$XVWUDOLD WKH\UHH[DPLQH WKHDVVRFLDWLRQEHWZHHQDFFUXDOVTXDOLW\DQG WKH
FRVW RI HTXLW\ 7KHLU VWXG\ DOVR OHQGV VXSSRUW WR WKH QHJDWLYH DVVRFLDWLRQ EHWZHHQ DFFUXDOV
TXDOLW\DQGWKHFRVWRIHTXLW\WKRXJKWKH\ILQGWKDWWKHGLVFUHWLRQDU\SRUWLRQRIDFFUXDOVGRHV
QRWDIIHFWWKHSULFLQJRIFDSLWDO
:KLOHPRVWRIWKHVWXGLHVIRFXVRQ86GDWDUHVHDUFKHUVKDYHUHPLQGHGXVRIWKHLPSRUWDQFH
RI H[DPLQLQJ MXULVGLFWLRQVSHFLILF IDFWRU LQ LQYHVWLJDWLQJ WKH SULFLQJ RI HDUQLQJV TXDOLW\
)UDQFLVHWDO*UD\HWDO2XUVWXG\H[DPLQHVWKHHIIHFWRIHDUQLQJVTXDOLW\DQG
WKHFRVWRIFDSLWDOXVLQJ,)56EDVHGHDUQLQJV$VGLVFXVVHGLQWKHLQWURGXFWLRQZKLOHWKH86


DQGWKH8.VKDUHDQXPEHURIFRPPRQLQVWLWXWLRQDOIHDWXUHVWKH\GLIIHULQWKHXVHRI,)56
DQG86*$$3VWDQGDUGVIRUSXEOLFOLVWHGILUPV7KLVSURYLGHVXVZLWKDXQLTXHVHWWLQJWRWHVW
WKHUHODWLRQVKLSEHWZHHQ,)56HDUQLQJVTXDOLW\DQGWKHFRVWRIHTXLW\3ULRUZRUNLQWKH86
VXFKDV)UDQFLVHWDOSRLQWVWRZDUGDQHJDWLYHUHODWLRQVKLSEHWZHHQHDUQLQJVTXDOLW\
DQGWKHFRVWRIFDSLWDO:KLOHWKHUHDUHDQXPEHURIVLPLODULWLHV WKHUHDUHDOVRDQXPEHURI
IXQGDPHQWDOGLIIHUHQFHVEHWZHHQ,)56DQG86*$$3ZKLFKPRWLYDWHVWKHUHH[DPLQDWLRQ
RIWKLVUHODWLRQVKLSLQRXUVWXG\*LYHQWKDWWKLVLVWKHILUVWVWXG\WRWHVWWKLVUHODWLRQVKLSLQDQ
,)56VHWWLQJZHXVHWKHUHVXOWVIURPSUHYLRXVZRUNWRVSHFLI\RXUK\SRWKHVLV7RWKHH[WHQW
WKDW ,)56EDVHG HDUQLQJV TXDOLW\ FDSWXUH LQIRUPDWLRQ ULVN DQG LV SULFHG E\ WKH PDUNHW ZH
H[SHFWWRILQGDUHODWLRQVKLSWKDWLVFRQVLVWHQWZLWKSULRUZRUN
H1: firms with high earnings quality have a lower cost of equity compared to firms with poor 
earnings quality.  
)UDQFLV HW DO  DOVR H[DPLQH ZKHWKHU WKH LQQDWH DQG GLVFUHWLRQDU\ FRPSRQHQWV RI
DFFUXDOV TXDOLW\ KDYH GLIIHUHQW HIIHFWV RQ WKH FRVW RI HTXLW\ XVLQJ WKHLU VDPSOH RI 86
FRPSDQLHV%XLOGLQJRQWKHHDUQLQJVPDQDJHPHQWOLWHUDWXUHWKH\SRVLWWKDWHDUQLQJVTXDOLW\±
SDUWLFXODUO\ DFFUXDOV TXDOLW\ ± LV LQIOXHQFHG E\ WZR IDFWRUV 7KH ILUVW IDFWRU WKH LQQDWH
FRPSRQHQW UHIOHFWV WKH EXVLQHVV PRGHOV DQG RSHUDWLQJ HQYLURQPHQWV LQ ZKLFK D ILUP
RSHUDWHV 7KH VHFRQG WKH GLVFUHWLRQDU\ FRPSRQHQW UHIOHFWV PDQDJHULDO FKRLFHV LQFOXGLQJ
LQWHQWLRQDO UHSRUWLQJ FKRLFHV IRUHFDVWLQJ HUURUV DQG LPSOHPHQWDWLRQ HUURUV )UDQFLV HW DO
7KHLUILQGLQJVVKRZWKDWERWKWKHLQQDWHFRPSRQHQWDQGWKHGLVFUHWLRQDU\FRPSRQHQW
LPSDFWWKHFRVWRIFDSLWDO,QUHODWLRQWRRXUVDPSOHRI8.FRPSDQLHVXVLQJ,)56DFFRXQWLQJ
VWDQGDUGVLWLVQRWFOHDUZKHWKHUWKHLQQDWHDQGGLVFUHWLRQDU\IDFWRUVZLOOKDYHVLPLODUHIIHFWV
RQWKHFRVWRIFDSLWDODVLQSUHYLRXV86VWXGLHV
*UD\HWDOUHH[DPLQHWKHVDPHDVVRFLDWLRQLQWKH$XVWUDOLDQPDUNHWDQGILQGWKDWWKH
DVVRFLDWLRQ EHWZHHQ WRWDO DFFUXDOV TXDOLW\ DQG FRVW RI HTXLW\ LV GULYHQ E\ WKH LQQDWH
FRPSRQHQWZLWKQRHYLGHQFHWKDWWKHGLVFUHWLRQDU\FRPSRQHQWDIIHFWVWKHFRVWRIHTXLW\
7KHSURSRQHQWVRI,)56FRQWHQGWKDWWKHDGRSWLRQRI,)56HQKDQFHVWKHTXDOLW\RIILQDQFLDO
UHSRUWLQJ FRPSDUHG WR XVLQJ GRPHVWLF DFFRXQWLQJ VWDQGDUGV *DVVHQ DQG 6HOOKRUQ 
'LQJHWDO&KHQHWDO,DWULGLV(ZHUWDQG:DJHQKRIHU+RUWRQHW
DO  +RZHYHU WKLV LV EDVHG RQ FRPSDULVRQV ZLWK GRPHVWLF VWDQGDUGV WKDW DUH QRW
FRPSUHKHQVLYH FRPSDUHG WR 86 *$$3 ,Q WKLV UHVSHFW ERWK ,)56 DQG 86 *$$3 DUH
FRQVLGHUHGKLJKTXDOLW\DFFRXQWLQJVWDQGDUGV6XQHWDO<HWWKH\GLIIHUIXQGDPHQWDOO\


LQWKDW,)56LVDSULQFLSOHVEDVHGVWDQGDUGZKLOH86*$$3LVUXOHVEDVHG:KLOHWKHEURDGHU
DQG OHVVVSHFLILFSULQFLSOHVEDVHG ,)56VWDQGDUGVFDQEHVHHQ WRSURYLGHPDQDJHPHQWZLWK
RSSRUWXQLWLHV IRU DJJUHVVLYH UHSRUWLQJ WKHUH LVDJURZLQJERG\RI HYLGHQFHZKLFKVXJJHVWV
WKDWSULQFLSOHVEDVHGVWDQGDUGVOHDGSUHSDUHUVWRLVVXHKLJKTXDOLW\ILQDQFLDOUHSRUWV6HJRYLD
HWDO-DPDODQG7DQ$JRJOLDHWDO&RKHQHWDO7KLVLVDWWULEXWHG
WRJUHDWHUSURFHVVDFFRXQWDELOLW\XQGHUDSULQFLSOHVEDVHGV\VWHPWKDQDUXOHVEDVHGV\VWHP
$JRJOLD HW DO  ILQG WKDW &(2¶V DUH OHVV OLNHO\ WR UHSRUW DJJUHVVLYH QXPEHUV LQ D
SULQFLSOHVEDVHG UHJLPH WKDQ LQ D UXOHVEDVHG UHJLPH DV WKH\ H[SHFW WKHLU LQWHQWLRQV WR EH
VHFRQGJXHVVHGE\H[WHUQDOSDUWLHV&RKHQHWDODQG3H\WFKHYDHWDOILQGWKDW
DXGLWRUV MXGJPHQWV XQGHU SULQFLSOHVEDVHG VWDQGDUGV OHDG WR PRUH FRQVHUYDWLYH UHSRUWLQJ
ZKHQ FRPSDUHG WR D UXOHVEDVHG VWDQGDUG %RWK &RKHQ HW DO  DQG 3H\WFKHYD HW DO
VWXGLHVSURSRVHDQGVXSSRUWDWKHRUHWLFDOPRGHOLQZKLFKSULQFLSOHVEDVHGDFFRXQWLQJ
VWDQGDUGV LQFUHDVHDXGLWRUV¶SURFHVVDFFRXQWDELOLW\²WKHH[SHFWDWLRQRIKDYLQJ WR MXVWLI\ WR
RWKHUV WKHGHFLVLRQSURFHVVXVHGUHJDUGOHVVRI WKHRXWFRPHRI WKHGHFLVLRQ 7KLV LPSOLHVD
JUHDWHUPRQLWRULQJUROHSOD\HGE\DXGLWRUVZKHQZRUNLQJZLWK,)56VWDQGDUGVZKLFKLQWXUQ
ZRXOG PLWLJDWH PDQDJHULDO RSSRUWXQLVP LQ ILQDQFLDO UHSRUWLQJ )XUWKHU XVLQJ D PDWFKHG
VDPSOHRIFURVVOLVWHGDQG86ILUPV6XQHWDO ILQG WKDWDGRSWLRQRI,)56OHG WRDQ
LPSURYHPHQWRIHDUQLQJVTXDOLW\IRUDVHOHFWQXPEHURIHDUQLQJVTXDOLW\PHDVXUHV
,ILQYHVWRUVH[SHFW,)56DFFRXQWLQJVWDQGDUGVWRFRQVWUDLQPDQDJHULDORSSRUWXQLVPWKH\ZLOO
SODFHJUHDWHUZHLJKWRQ WKH LQQDWHFRPSRQHQWRI HDUQLQJVTXDOLW\ WKDQRQ WKHGLVFUHWLRQDU\
FRPSRQHQW2XUVHFRQGK\SRWKHVLVWKHUHIRUHLV
H2. The innate component of earnings quality has a stronger impact on the cost of equity 
compared to the discretionary component. 

:KLOHWKHUHLVDJURZLQJERG\RIHYLGHQFHWKDWH[DPLQHVWKHUHODWLRQVKLSEHWZHHQHDUQLQJV
TXDOLW\ DQG WKH FRVW RI HTXLW\ SULRU UHVHDUFK KDV QRW H[DPLQHG KRZ WKLV UHODWLRQVKLS LV
DIIHFWHG E\ D GUDPDWLF FKDQJH LQ WKH PDFURHFRQRPLF FOLPDWH )RFXVLQJ RQ HDUQLQJV
PDQDJHPHQW)LOLSDQG5DIIRXUQLHUSURYLGHDQH[FHOOHQWGLVFXVVLRQRQZK\DILQDQFLDO
FULVLVPD\OHDG WR HDUQLQJVPDQLSXODWLRQVEXWDW WKHVDPHWLPHWKH\DOVRGLVFXVVPDQDJHUV
PD\ QRW EH LQFHQWLYLVHG WR HQJDJH LQ DQ\ IRUP RI HDUQLQJV PDQLSXODWLRQV GXULQJ D FULVLV
5HDVRQV IRUXSZDUGHDUQLQJVPDQDJHPHQW LQFOXGH WKHQHHG WRPDNHXS IRUSRRURSHUDWLQJ
SHUIRUPDQFH GXULQJ D FULVLV DQG WR HQVXUH GHEW FRYHQDQWV DUH PHW 0DQDJHUV PD\ DOVR EH


PRWLYDWHGWRPDQDJHHDUQLQJVGRZQZDUGLQDFULVLVWRREWDLQFRQFHVVLRQVIURPGHEWKROGHUV
WRPDNHWKHPHOLJLEOHIRUJRYHUQPHQWVXEVLGLHVDQGWRPLWLJDWHDJDLQVWHPSOR\HHGHPDQGV
2Q WKH RWKHU D SRRU SHUIRUPDQFH LV H[SHFWHG GXULQJ D FULVLV DQG FRPSDQLHV XVXDOO\ FRPH
XQGHUDKLJKHUOHYHORIVFUXWLQ\IURPUHJXODWRUVDQGDXGLWRUVZKLFKPHDQVWKDWDFULVLVSHULRG
PD\EHOHVVIDYRXUDEOHWRHDUQLQJVPDQDJHPHQW
([LVWLQJZRUN LQJHQHUDOSRLQWV WRZDUGDQ LPSURYHPHQW LQHDUQLQJVTXDOLW\GXULQJDFULVLV
EXW WKHUHVXOWVDUHQRWFRQFOXVLYH&KRLHWDO H[DPLQHHIIHFWVRI WKH$VLDQILQDQFLDO
FULVLVRQHDUQLQJVTXDOLW\RIQLQH$VLDQFRXQWULHVDQGGRFXPHQWDQLQFUHDVHLQRSSRUWXQLVWLF
HDUQLQJVPDQDJHPHQW,DWULGLVDQG'LPLWUDVH[DPLQHWKHLPSDFWRIWKHUHFHQWILQDQFLDO
FULVLV LQRQHDUQLQJVPDQLSXODWLRQDQGYDOXHUHOHYDQFHRI ILUPV LQ ILYHGLIIHUHQW
FRXQWULHV3RUWXJDO ,UHODQG ,WDO\6SDLQDQG*UHHFH ,QJHQHUDO WKH\ILQG WKDWFRXQWULHV LQ
WKHLUVDPSOHWHQGWRH[KLELWKLJKHUOHYHOVRIHDUQLQJVPDQDJHPHQWLQWKHLUHIIRUWWRLQFUHDVH
WKHLU ORZHU SURILWDELOLW\ DQG OLTXLGLW\ DQG DFFRPPRGDWH WKHLU KLJKHU GHEW DQG JURZWK
.RXVHQLGLVHWDOXVHWKHVDPHVHWRIFRXQWULHVDVWKHSUHYLRXVVWXG\RI,DWULGLVDQG
'LPLWUDV  EXW D ODUJHU QXPEHU RI HDUQLQJV TXDOLW\ SUR[LHV +RZHYHU WKHLU UHVXOWV
LQGLFDWH WKDW HDUQLQJV TXDOLW\ SUR[LHV LPSURYHG GXULQJ WKH FULVLV 7KHVH UHVXOWV DUH DOVR
VXSSRUWHGE\)LOLSDQG5DIIRXUQLHUZKRLQYHVWLJDWHWKHLPSDFWRIWKHUHFHQWILQDQFLDO
FULVLV RQ HDUQLQJV PDQDJHPHQW XVLQJ D VDPSOH RI  (8 FRXQWULHV 7KH\ FRQFOXGH WKDW
HDUQLQJV PDQDJHPHQW KDV GHFUHDVHG VLJQLILFDQWO\ LQ WKH FULVLV \HDUV FRPSDUHG ZLWK WKH
SUHYLRXV\HDUV WKRXJK WKLV WUHQGGRHVQRWDSSO\HTXDOO\DFURVVDOO FRXQWULHV LQ WKHVDPSOH
)UDQFLV HW DO  IRFXV RQ D GLIIHUHQW DQJOH DQG H[DPLQH WKH DVVRFLDWLRQ EHWZHHQ
FRQVHUYDWLVPDQGVKDUHKROGHUYDOXHGXULQJ WKHUHFHQW ILQDQFLDOFULVLVXVLQJDVDPSOHRI86
FRPSDQLHV 7KH\ ILQG WKDW WKHUH LV D VLJQLILFDQW SRVLWLYH DVVRFLDWLRQ EHWZHHQ FRQVHUYDWLVP
DQG VKDUHKROGHU YDOXH LQGLFDWLQJ WKH LPSRUWDQFH WKDW LQYHVWRUV SODFH RQ ULVN DYHUVH
DFFRXQWLQJFKRLFHVGXULQJDGRZQWXUQLQHFRQRPLFFRQGLWLRQV
3ULRUUHVHDUFKKRZHYHUKDVQRWLQYHVWLJDWHGWKHDVVRFLDWLRQEHWZHHQHDUQLQJVTXDOLW\DQGWKH
FRVWRIHTXLW\GXULQJDGUDPDWLFFKDQJHLQWKHHFRQRPLFFOLPDWHDVZDVWKHFDVHLQWKHUHFHQW
ILQDQFLDO FULVLV RI  2XU VWXG\ H[DPLQHV ZKHWKHU WKH ILQDQFLDO FULVLV DIIHFWV WKH
DVVRFLDWLRQ EHWZHHQ HDUQLQJV TXDOLW\ DQG WKH FRVW RI HTXLW\ %DVHG RQ SULRU HYLGHQFH WKDW
H[DPLQHV HDUQLQJV PDQDJHPHQW ZH H[SHFW WKH ILQDQFLDO FULVLV WR KDYH DQ LPSDFW RQ WKH
DVVRFLDWLRQEHWZHHQ HDUQLQJV TXDOLW\ DQG WKH FRVW RI HTXLW\ KRZHYHU ZH GR QRW VSHFLI\ D
SDUWLFXODUGLUHFWLRQWRWKLVUHODWLRQVKLS7KHUHIRUHJLYHQWKHPL[HGHYLGHQFHZHH[DPLQHWKH
IROORZLQJK\SRWKHVLV


H3: the financial crisis has a significant effect on the association between earnings quality 
and the cost of equity. 

 0HWKRGRORJ\DQGVDPSOHVHOHFWLRQ
3.1 Earnings Quality proxies  
:H IRFXV RQ IRXU DFFRXQWLQJEDVHG HDUQLQJV TXDOLW\ SUR[LHV DFFUXDOV TXDOLW\ HDUQLQJV
SHUVLVWHQFHHDUQLQJVSUHGLFWDELOLW\DQGHDUQLQJVVPRRWKQHVVVHH)UDQFLVHWDO7KHVH
SUR[LHVGHPRQVWUDWHGLIIHUHQWDQJOHVRIHDUQLQJVTXDOLW\)UDQFLVHWDO'HFKRZHWDO
:DONHU7KHDFFUXDOVTXDOLW\SUR[\UHIOHFWVWKHH[WHQWWRZKLFKZRUNLQJFDSLWDO
DFFUXDOVPDS LQWR ODVWSHULRG FXUUHQW DQGQH[WSHULRGFDVK IORZ IURPRSHUDWLRQV 'HFKRZ
DQG'LFKHY$VWURQJHUDVVRFLDWLRQEHWZHHQDFFUXDOVDQGFDVKIORZIURPRSHUDWLRQVLV
FRQVLGHUHG LQGLFDWLYH RI KLJK HDUQLQJV TXDOLW\ (DUQLQJV SHUVLVWHQFH UHIOHFWV WKH H[WHQW WR
ZKLFK HDUQLQJV DUH VWDEOH DQG VXVWDLQDEOH DV OHVV YRODWLOH HDUQLQJV DUH YDOXHG E\ LQYHVWRUV
)UDQFLVHWDO3HURWWLDQG:DJHQKRIHU7KHPRUHVXVWDLQDEOHWKHHDUQLQJVWKH
KLJKHUWKHTXDOLW\RIHDUQLQJV6LPLODUWRHDUQLQJVSHUVLVWHQFHHDUQLQJVSUHGLFWDELOLW\UHIOHFWV
WKHH[WHQWWRZKLFKFXUUHQWHDUQLQJVDUHXVHIXOLQSUHGLFWLQJIXWXUHHDUQLQJV7KLVLVEDVHGRQ
WKHQRWLRQ WKDWDQHDUQLQJVQXPEHU WKDW LV OLNHO\ WRUHSHDW LWVHOI LVRIKLJKTXDOLW\6RERWK
HDUQLQJV SHUVLVWHQFH DQG SUHGLFWDELOLW\ DUH YLHZHG DV GHVLUHG SUR[LHV RI HDUQLQJV TXDOLW\
EHFDXVHLWKHOSVLQFUHDVLQJWKHSUHFLVLRQRIHDUQLQJVIRUHFDVWV)UDQFLVHWDO
,WLVQRWFOHDUZKHWKHUWKHILQDOSUR[\HDUQLQJVVPRRWKQHVVUHSUHVHQWVKLJKRUORZHDUQLQJV
TXDOLW\ 'HFKRZ HW DO  'LFKHY HW DO  7KH FRPPRQ YLHZ LV WKDW HDUQLQJV
VPRRWKQHVVUHIOHFWVPDQDJHUVXVLQJWKHLUSULYDWHLQIRUPDWLRQDERXWIXWXUHLQFRPHWRVPRRWK
RXW WUDQVLWRU\ IOXFWXDWLRQV DQG WKXV DFKLHYH D PRUH UHSUHVHQWDWLYH QRUPDOL]HG UHSRUWHG
HDUQLQJVQXPEHU7KHUHIRUHFXUUHQWHDUQLQJVWKDWDUHPRUHUHSUHVHQWDWLYHRIIXWXUHHDUQLQJV
DUHRIKLJKHUTXDOLW\WKXVVPRRWKHUHDUQLQJVUHIOHFWVKLJKHUTXDOLW\HDUQLQJV)UDQFLVHWDO
5RXQWUHH HW DO +RZHYHU VRPH DUJXH WKDW VPRRWKQHVVPLVOHDGV XVHUV DV WKH
WUXH HFRQRPLF SHUIRUPDQFH LV YHLOHG HJ /HX] HW DO  7KH\ DUJXH WKDW HDUQLQJV
VPRRWKQHVV UHIOHFWV WKH H[WHQW WR ZKLFK ILQDQFLDO DFFRXQWLQJ VWDQGDUGV SHUPLW PDQDJHUV WR
DUWLILFLDOO\ UHGXFH HDUQLQJV YDULDELOLW\ WR REWDLQ FHUWDLQ EHQHILWV IURP WKH FDSLWDO PDUNHW
ZKLFKDUHWKDWUHODWHGWRDVPRRWKVWUHDPRIHDUQLQJV/HX]HWDO$FFRUGLQJWRWKLV
YLHZ KLJK HDUQLQJV VPRRWKQHVV ZRXOG LQGLFDWH SRRUHU HDUQLQJV TXDOLW\ 7KH QH[W VXE


VHFWLRQVGLVFXVVLQGHWDLOWKHPHDVXUHPHQWVRIHDFKRIWKHDFFRXQWLQJEDVHGHDUQLQJVTXDOLW\
SUR[LHV
3.1.1 Accruals quality 
$FFUXDOVTXDOLW\LVPHDVXUHGDVWKHH[WHQWWRZKLFKDFFUXDOVPDSLQWRFDVKIORZUHDOL]DWLRQV
7KLV LV  RSHUDWLRQDOL]HG DV WKH VWDQGDUG GHYLDWLRQ RI WKH UHVLGXDOV IURP ILUPVSHFLILF
UHJUHVVLRQV RI ZRUNLQJ FDSLWDO DFFUXDOV RQ SUHYLRXV\HDU FXUUHQW DQG RQH\HDUDKHDG FDVK
IORZIURPRSHUDWLRQV'HFKRZDQG'LFKHYS2XUPHDVXUHLVEDVHGRQ)UDQFLVHW
DOZKRXVH0F1LFKROVPRGLILFDWLRQRI'HFKRZDQG'LFKHYDSSURDFK
WR HVWLPDWH DFFUXDOV TXDOLW\ 7ZR DGGLWLRQDO YDULDEOHV IURP WKH PRGLILHG -RQHV PRGHO LH
FKDQJH LQ UHYHQXHV DQG FXUUHQW SURSHUW\ SODQW DQG HTXLSPHQW 33( DUH LQFOXGHG LQ WKH
0F1LFKROVPRGLILFDWLRQ2XUPRGHOLVWKHUHIRUHGLIIHUHQWIURPWKDWXVHGLQWKHVWXG\
RI )UDQFLV HW DO  ZKR GR QRW PDNH DQ\ PRGLILFDWLRQV WR WKH 'HFKRZ DQG 'LFKHY
PRGHO$FFUXDOVTXDOLW\LVFDOFXODWHGDVIROORZV
 ܶܥܣ௖Ǥ௧ܣݏݏ݁ݐݏ௖ǡ௧ ൌߙ଴ǡ௖ ൅ ߚଵǡ௖ ܥܨܱ௖ǡ௧ିଵܣݏݏ݁ݐݏ௖ǡ௧ ൅ ߚଶǡ௖ ܥܨܱ௖ǡ௧ܣݏݏ݁ݐݏ௖ǡ௧ ൅ ߚଷǡ௖ ܥܨܱ௖ǡ௧ାଵܣݏݏ݁ݐݏ௖ǡ௧൅ ߚସǡ௖ 	?ܴ݁ݒ௖ǡ௧ܣݏݏ݁ݐݏ௖ǡ௧ ൅ ߚହǡ௖ ܲܲܧ௖ǡ௧ܣݏݏ݁ݐݏ௖ǡ௧ ൅ ݒ௖ǡ௧ (T
 
Where: ܶܥܣ௖Ǥ௧ ൌ 	?ܥܣ௖ǡ௧ െ 	?ܥܮ௖ǡ௧ െ 	 ?ܥܽݏ ௖݄ǡ௧ ൅ 	?ܵܶܦܧܤ ௖ܶǡ௧ WRWDOFXUUHQWDFFUXDOVLQ\HDUtܣݏݏ݁ݐݏ௖ǡ௧ DYHUDJHWRWDODVVHWVRIILUPcLQ\HDUtDQGtܥܨܱ௖Ǥ௧ ൌRSHUDWLQJFDVKIORZRIILUPcLQ\HDUt	?ܥܣ௖ǡ௧ FKDQJHLQFXUUHQWDVVHWVRIILUPcEHWZHHQ\HDUtDQG\HDU t	?ܥܮ௖ǡ௧ FKDQJHLQFXUUHQWOLDELOLWLHVRIILUPcEHWZHHQ\HDUWDQG\HDUt	?ܥܽݏ ௖݄ǡ௧ FKDQJHLQFDVKRIILUPcEHWZHHQ\HDUtDQG\HDUt	?ܵܶܦܧܤܶܣ௖ǡ௧ FKDQJHLQGHEWLQFXUUHQWOLDELOLWLHVRIILUPcEHWZHHQ\HDUtDQG\HDUt	?ܴ݁ݒ௖ǡ௧ FKDQJHLQUHYHQXHVRIILUPcEHWZHHQ\HDUtDQG\HDUtܲܲܧ௖ǡ௧ JURVV33(RIILUPcLQ\HDUt
(TXDWLRQ LVHVWLPDWHGIRUHDFKLQGXVWU\VHFWRUVZLWKDWOHDVWILUPVLQ\HDU t)LUP
DQG\HDUVSHFLILF UHVLGXDOV IRU WKHDFFUXDOVTXDOLW\SUR[\DUHHVWLPDWHGRQDQDQQXDOFURVV
VHFWLRQDOEDVLVܣܳ௖ ൌ ߪO ?ݒ௖ǡ௧O?LVWKHVWDQGDUGGHYLDWLRQRIWKHUHVLGXDOVRIILUPcFRPSXWHG


RYHU\HDU t WR t /DUJHVWDQGDUGGHYLDWLRQVRI UHVLGXDOV LQGLFDWHSRRUDFFUXDOVTXDOLW\ ,Q
WKLVUHJDUGLIDILUPKDVVWHDGLO\KLJKUHVLGXDOVIRUDSHULRGRIWLPHWKHVWDQGDUGGHYLDWLRQRI
WKHVH UHVLGXDOV ZLOO EH VPDOO WKHUHIRUH WKH ILUP ZLOO HQMR\ FRPSDUDWLYHO\ KLJK DFFUXDOV
TXDOLW\DVDUHVXOWRIORZHUXQFHUWDLQW\DERXWLWVDFFUXDOV)UDQFLVHWDO
3.1.2 Earnings persistence 
(DUQLQJVSHUVLVWHQFH UHIHUV WR WKH VXVWDLQDELOLW\RIHDUQLQJV0LOOHUDQG5RFN GHILQH
SHUVLVWHQFHDVWKHSUHVHQWYDOXHRIWKHFKDQJHLQH[SHFWHGIXWXUHHDUQLQJVEHFDXVHRIFXUUHQW
XQH[SHFWHG HDUQLQJV (DUQLQJV SHUVLVWHQFH LV PHDVXUHG DV WKH VORSH FRHIILFLHQW IURP
UHJUHVVLQJ FXUUHQW HDUQLQJV RQ SUHYLRXV HDUQLQJV )UDQFLV HW DO  5LFKDUGVRQ HW DO
DQGFDOFXODWHGDVIROORZV
 ܧܽݎ݊௖ǡ௧ ൌ׎଴ǡ௖ ൅׎ଵǡ௖ כ ܧܽݎ݊௖ǡ௧ିଵ ൅ݒ௖ǡ௧ (T
:KHUHܧܽݎ݊௖ǡ௧ QHWLQFRPHEHIRUHH[WUDRUGLQDU\LWHPVRIILUPcLQ\HDUtܧܽݎ݊௖ǡ௧ିଵ QHWLQFRPHEHIRUHH[WUDRUGLQDU\LWHPVRIILUPcLQ\HDUt
(TXDWLRQ  LVHVWLPDWHG IRUHDFK ILUP\HDUE\XVLQJPD[LPXPOLNHOLKRRGHVWLPDWLRQVDQG
UROOLQJWHQ\HDUZLQGRZV7KLVPHDVXUHLVEDVHGRQWKHVORSHFRHIILFLHQWHVWLPDWH׎ଵIURP
HTXDWLRQ$ILUPZLWKDKLJKHUYDOXHRI׎ଵLVDVVRFLDWHGZLWKKLJKHUHDUQLQJVSHUVLVWHQFH
DQG KHQFH DKLJKHU HDUQLQJVTXDOLW\ZKLOH D ORZHUYDOXHRI׎ଵ LV DVVRFLDWHGZLWK  KLJKHU
WUDQVLWRU\HDUQLQJVDQGSRRUHUHDUQLQJVTXDOLW\)UDQFLVHWDO
3.1.3 Earnings predictability  
$FFRUGLQJ WR WKH ,$6% )UDPHZRUN ,QIRUPDWLRQ KDV SUHGLFWLYH YDOXH LI LW KHOSV XVHUV WR
SUHGLFW IXWXUH RXWFRPHV HJ IXWXUH ILQDQFLDO SHUIRUPDQFH 0HOYLOOH  /LSH 
GHILQHV SUHGLFWDELOLW\ DV WKH DELOLW\ RI SUHFHGLQJ HDUQLQJV WR SUHGLFW IXWXUH HDUQLQJV DQG
PHDVXUHVHDUQLQJVSUHGLFWDELOLW\DVWKHYDULDELOLW\RIHDUQLQJVVKRFNVDVYDULDQFHLQFUHDVHV
WKHSUHGLFWDELOLW\GHFUHDVHV2XUVWXG\PHDVXUHVHDUQLQJVSUHGLFWDELOLW\DVWKHVTXDUHURRWRI
WKHHVWLPDWHGHUURUYDULDQFHXVLQJYDOXHVFDOFXODWHGIURPHDUQLQJVSHUVLVWHQFHLQ(TXDWLRQ
)UDQFLVHWDO
 ܲݎ݁݀௖ǡ௧ ൌ ටߪଶO㨇?ො௖ǡ௧O? (T


:KHUHܲݎ݁݀௖ǡ௧ HDUQLQJVSUHGLFWDELOLW\RIILUPcLQ\HDUtFDOFXODWHGDVWKHVTXDUHURRWRIWKHHUURU
YDULDQFH IURPHDUQLQJVSHUVLVWHQFHHTXDWLRQ (TXDWLRQ ߪଶO㨇?ො௖ǡ௧O?  WKHHUURUYDULDQFHRI
ILUPcLQ\HDUtFDOFXODWHGIURPHDUQLQJVSHUVLVWHQFHHTXDWLRQ7KXVDKLJKHUORZHUVTXDUH
URRWRIWKHHVWLPDWHGHUURUYDULDQFHLQGLFDWHVDORZHUKLJKHURISUHGLFWDELOLW\DQGDORZHU
KLJKHURIHDUQLQJVTXDOLW\7RVXPXSHDUQLQJVSUHGLFWDELOLW\LVFRQVLGHUHGDVDIXQFWLRQRI
WKHDYHUDJHDEVROXWHPDJQLWXGHRIDQQXDOHDUQLQJVVKRFNVZKLOHHDUQLQJVSHUVLVWHQFHUHIOHFWV
WKHDXWRFRUUHODWLRQLQHDUQLQJV/LSH
3.1.4 Earnings smoothness 
2XUVWXG\PHDVXUHVHDUQLQJVVPRRWKQHVVDV WKHUDWLRRIVWDQGDUGGHYLDWLRQRIHDUQLQJVRID
ILUPWRLWVVWDQGDUGGHYLDWLRQRIFDVKIORZRSHUDWLRQVERWKGHIODWHGE\EHJLQQLQJWRWDODVVHWV
3LQFXVDQG5DMJRSDO/HX]HWDO)UDQFLVHWDODVFDSWXUHGLQ(TXDWLRQ

 ܵ݉݋݋ݐ݄௖ǡ௧ൌ ߪO㨇?ܽݎ௖݊ǡ௧Ȁܶ݋ݐ݈ܽܣݏݏ݁ݐݏ௖ǡ௧ିଵO 㬇 ?O ?ܥܨܱ௖ǡ௧Ȁܶ݋ݐ݈ܽܣݏݏ݁ݐݏ௖ǡ௧ିଵO?	?  (T
:KHUHܵ݉݋݋ݐ݄௖ǡ௧LVHDUQLQJVVPRRWKQHVVRIILUPcLQ\HDUtߪLVWKHVWDQGDUGGHYLDWLRQRIILUPcFDOFXODWHGRYHUUROOLQJWHQ\HDUZLQGRZVܧܽݎ݊௖ǡ௧LVWKHQHWLQFRPHEHIRUHH[WUDRUGLQDU\LWHPVRIILUPcLQ\HDUtܥܨܱ௖ǡ௧ LVWKHRSHUDWLQJFDVKIORZVRIILUPcLQ\HDUt.
+HQFHILUPVZLWKKLJKHUUDWLRVKDYHDORZHUHDUQLQJVVPRRWKQHVVLQGLFDWLYHRISRRUHDUQLQJV
TXDOLW\
7RFRPSDUHFRHIILFLHQWHVWLPDWHVDFURVVHDUQLQJVTXDOLW\SUR[LHVZHUDQNHDFKSUR[\E\\HDU
DQGIRUPGHFLOHV)LUPVLQWKHERWWRPGHFLOHGHFLOHKDYHWKHODUJHVWYDOXHVRIWKHSUR[\
ZKLOH ILUPV LQ WKH WRS GHFLOH GHFLOH  KDYH WKH ORZHVW YDOXHV RI WKH SUR[\ *LYHQ WKH
GHILQLWLRQVRIRXUSUR[\PHDVXUHV WKLVRUGHULQJSODFHVILUPVZLWK WKHZRUVW EHVWRXWFRPH
IRUWKHSUR[\LQWKHERWWRPWRSGHFLOHV(DUQLQJVSHUVLVWHQFHLVUHVLJQHGWREHLQWKHVDPH
GLUHFWLRQ DV WKH RWKHU WKUHH HDUQLQJV TXDOLW\ SUR[LHV 8VLQJ WKH GHFLOH UDQN RI HDFK SUR[\
LQVWHDGRI LWV UDZYDOXHDOOHYLDWHV WKHHIIHFWVRIH[WUHPHREVHUYDWLRQV )UDQFLVHWDO



3.2 The cost of equity capital  
:HXVHWKHHDUQLQJVSULFHUDWLRDVRXUPDLQSUR[\IRUWKHFRVWRIFDSLWDODQGILYHLPSOLHGH[
DQWH PHDVXUHV RI WKH FRVW RI HTXLW\ GHULYHG IURP GLYLGHQG YDOXDWLRQPRGHO DV SDUW RI RXU
UREXVWQHVVWHVWV
3.2.1  Earnings-price ratios 
7KH HDUQLQJVSULFH UDWLR LV D ZLGHO\ XVHG PHDVXUH LQ WKH LQYHVWPHQW FRPPXQLW\ DQG KDV
VXSSRUW LQ WKH DFDGHPLF OLWHUDWXUH :H IROORZ 3HQPDQ  ZKR XVHV WKH SULFHHDUQLQJV
UDWLRDVDQLQYHUVHPHDVXUHRIWKHFRVWRIHTXLW\WRH[DPLQHZKHWKHUKLJKHUHDUQLQJVTXDOLW\
OHDGV WR D KLJKHU SULFHHDUQLQJV UDWLR .RWKDUL  SURYLGHV HYLGHQFH WKDW HDUQLQJV
FDSLWDOLVDWLRQ PRGHOV H[SODLQ FURVVVHFWLRQDO YDULDWLRQ LQ SULFHV DV PXFK DV PRUH ULJRURXV
UHVLGXDOLQFRPHYDOXDWLRQPRGHOV)ROORZLQJWKLVOLQHRIUHVHDUFKWKHHDUQLQJVSULFHUDWLRLV
FRPPRQO\ XVHG LQ DFDGHPLF ZRUN DV D SUR[\ IRU WKH FRVW RI HTXLW\ FDSLWDO )UDQFLV HW DO
*UD\HWDO/LXDQG:\VRFNL)XUWKHUPRUHLQUHODWLRQWRRXUVDPSOHDQ
DGYDQWDJH RI XVLQJ WKH HDUQLQJVSULFH UDWLR LQ WKH 8. LV WKDW LW DOORZV XV WR ZRUN ZLWK D
ODUJHUVDPSOHVL]H7KHXVHRIWKHLPSOLHGH[DQWHFRVWRIHTXLW\HVWLPDWHVUHTXLUHWKHXVHRI
DQDO\VW IRUHFDVWVEXW VLQFHDQDO\VWVJHQHUDOO\ IROORZ ODUJHU ILUPV WKLV VLJQLILFDQWO\ UHVWULFWV
WKHDYDLODEOHVDPSOHVL]H1HYHUWKHOHVVLPSOLHGH[DQWHFRVWRIHTXLW\HVWLPDWHVDUHDOVRXVHG
DVSDUWRIRXUUREXVWQHVVWHVWV
:H IROORZ $OIRUG  DQG FDOFXODWH LQGXVWU\DGMXVWHG HDUQLQJVSULFH UDWLRV LQ RUGHU WR
PDWFKILUPVWRLQGXVWU\JURZWKDQGULVNIDFWRUV)UDQFLVHWDO7KHDVVRFLDWLRQEHWZHHQ
HDFKHDUQLQJVTXDOLW\SUR[\DQGLQGXVWU\DGMXVWHGHDUQLQJV±SULFHUDWLRVIndEPLVH[DPLQHG
7RFDOFXODWHIndEPZHILUVWFDOFXODWHWKHPHGLDQRIHDUQLQJVSULFHUDWLRIRUDOOILUPVZKLFK
KDYHSRVLWLYHHDUQLQJVLQWKH\HDUH[DPLQHGIRUHDFKRI WKHLQGXVWU\VHFWRUV7KHUHDIWHU
WKHܫ݊݀ܧܲRIHDFKILUPLVFDOFXODWHGDVWKHGLIIHUHQFHEHWZHHQWKHHDUQLQJVSULFHUDWLRRIWKH
ILUPDQGWKHPHGLDQHDUQLQJVSULFHUDWLRRI WKH  LQGXVWU\VHFWRU  WKHILUPEHORQJV WR LQ WKDW
\HDU ,I LQYHVWRUV DWWULEXWH ORZHU PXOWLSOHV GXH WR RI ORZHU HDUQLQJV TXDOLW\ ODUJHU IndEP
YDOXHVDUHH[SHFWHG
3.2.2 The implied cost of equity capital proxies 
6LQFHWKHFRVWRIHTXLW\LVDIRUZDUGORRNLQJFRQFHSWEDVHGRQH[SHFWHGFDVKIORZVLWLVQRW
GLUHFWO\REVHUYDEOH6LQJOHWRQ*UHHQ7KHUHIRUHWKLVUHVHDUFKH[WHQGVWKHOLWHUDWXUHE\


FRPSXWLQJ WKH H[SHFWHG FRVW RI HTXLW\ WKURXJK WKH DSSOLFDWLRQ RI UHFHQW PHWKRGV RI
DFFRXQWLQJDQGILQDQFHOLWHUDWXUHLQWKHUREXVWQHVVFKHFNVHFWLRQ
3ULRU UHVHDUFKRQ WKLV WRSLF UHOLHVSULPDULO\RQ IndEP DVRQHSUR[\ WRFDOFXODWH WKHFRVWRI
FDSLWDO,QRUGHUWRLPSURYHWKHUREXVWQHVVRIRXUUHVXOWVZHHVWLPDWHILYHRWKHUPHDVXUHVRI
WKHFRVWRIFDSLWDOGHULYHGDVDQ LPSOLHG UDWHRI UHWXUQ IURP WKHFODVVLFGLYLGHQGYDOXDWLRQ
PRGHO 7KH ILYH H[DQWH PHDVXUHV DUH SULFH HDUQLQJV JURZWK UDWLR PRGHO PEG (DVWRQ
 WKH modified PEG PRGHO (DVWRQ  WKH economy-wide growth PRGHO 2KOVRQ
DQG -XHWWQHU1DXURWK  DQG WKH modified economy-wide growth PRGHO *RGH DQG
0RKDQUDP,QRUGHUWRUHGXFHELDVDQGPHDVXUHPHQWHUURUVLQWKHUHJUHVVLRQDQDO\VLV
+DLO DQG/HX]ZHXVH WKHDYHUDJHRI WKH IRXUPHDVXUHVDVDSUR[\ IRU WKHFRVWRI
HTXLW\)LJXUHVKRZVWKHIRUPXODHIRUWKHVHSUR[LHV
>,QVHUW)LJXUHKHUH@
3.3 Control variables 
7KHK\SRWKHVLVHGDVVRFLDWLRQEHWZHHQHDUQLQJVTXDOLW\DQGWKHFRVWRIHTXLW\LVEDVHGRQWKH
DVVXPSWLRQ WKDW RWKHU YDULDEOHV DUH KHOG FRQVWDQW %DVHG RQ SULRU VWXGLHV ZH LQFOXGH IRXU
FRQWUROYDULDEOHVLQRXUUHJUHVVLRQPRGHO)UDQFLVHWDO&RUHHWDO*UD\HWDO
7KHVHDUHILUPVL]HEHWD&$30OHYHUDJHDQGJURZWK:HPHDVXUHILUPVL]HDVDORJ
RIWRWDODVVHWVLQ\HDUt%HWD&$30LVEDVHGRQD\HDUUROOLQJGDWDDFTXLUHGIURPILUP
VSHFLILF&$30HVWLPDWLRQVXVLQJPRQWKO\GDWDLWUHTXLUHVDILUPWRKDYHDWOHDVWPRQWKO\
REVHUYDWLRQV /HYHUDJH LV PHDVXUHG DV WRWDO LQWHUHVW EHDULQJ GHEW GLYLGHG E\ WRWDO DVVHWV LQ
\HDU t)LQDOO\JURZWK LVPHDVXUHGDV WKH ORJRISOXV WKHSHUFHQWDJHFKDQJH LQ WKHERRN
YDOXHRIHTXLW\RYHUWKHSUHFHGLQJ\HDUV)UDQFLVHWDO&RUHHWDO*UD\HWDO
 :H H[SHFW D SRVLWLYH DVVRFLDWLRQV EHWZHHQ WKH FRVW RI HTXLW\ DQG ERWK EHWD DQG
OHYHUDJH)UDQFLVHWDO*UD\HWDODQGQHJDWLYHDVVRFLDWLRQVEHWZHHQWKHFRVW
RIHTXLW\DQGERWKILUPVL]HDQGJURZWK)UDQFLVHWDO*UD\HWDO
3.4 Data 
2XUVDPSOHFRYHUVDOOQRQILQDQFLDOILUPVLQWKH/RQGRQ6WRFN([FKDQJHGXULQJWKHSHULRG
,QRUGHUWRDYRLGDQ\VXUYLYRUVKLSELDVZHLQFOXGHERWKDFWLYHDQGGHDGHTXLWLHV
LQRXU VDPSOH:HXVHThomson ReutersDataStream GDWDEDVH IRU HDUQLQJVTXDOLW\SUR[LHV
DQG LQGXVWU\DGMXVWHG HDUQLQJV±SULFH UDWLRV IndEP$OVRZHXVH WKH I/B/E/S'DWDEDVH IRU
WKH LPSOLHG FRVW RI HTXLW\ SUR[LHV ZKLFK ZH XVH IRU RXU UREXVWQHVV WHVWV 2XU VDPSOH LV


UHVWULFWHGE\WZRIDFWRUVHDFKILUPUHTXLUHVDWOHDVWFRQVHFXWLYH\HDUVRIGDWDEHFDXVH
DFFUXDOV TXDOLW\ LV FDOFXODWHG DV WKH VWDQGDUG GHYLDWLRQ RI  FRQVHFXWLYH DQQXDO UHVLGXDOV
ERWKOHDGDQGODJFDVKIORZVDUHDOVRUHTXLUHGLQWKHDFFUXDOVTXDOLW\UHJUHVVLRQVHH(TXDWLRQ
'DWDRQDOOIRXUSUR[LHVRIHDUQLQJVTXDOLW\DUHUHTXLUHGWREHDYDLODEOHIRUHDFKILUP
\HDU,QWRWDOWKHUHDUHILUP\HDUREVHUYDWLRQV7KHQXPEHURIILUP¶VHDFK\HDUUDQJHV
EHWZHHQSHU\HDU WRSHU\HDU7KHQXPEHURI LQGXVWULHV LV LQGXVWULHV7DEOH 
3DQHO$UHSRUWVWKHQXPEHURIILUPVSHULQGXVWU\IRUHDFK\HDU$ORQJZLWKWKHSULRUVWXGLHV
WKHRXWOLHUVRIDOOYDULDEOHVDUHZLQVRULVHGWRWKHVWDQGWKSHUFHQWLOHV)UDQFLVHWDO
 (PSLULFDOWHVWVDQGUHVXOWV
4.1 Descriptive results 
3DQHO % RI WDEOH  UHSRUWV GHVFULSWLYH VWDWLVWLFV UHJDUGLQJ WKH HDUQLQJV TXDOLW\ SUR[LHV
IndEPDQGILUPFKDUDFWHULVWLFVIRUWKHSRROHGVDPSOH7KHPHDQRIDFFUXDOVTXDOLW\$4LV
 DQG PHGLDQ LV  DV D EHQFKPDUN )UDQFLV HW DO  SURYLGH PHDQ DQG PHGLDQ
YDOXHV RI  DQG  )RU SHUVLVWHQFH WKH PHDQ DQG PHGLDQ DUH  DQG 
UHVSHFWLYHO\DQG)UDQFLV HW DO SURYLGHPHDQDQGPHGLDQYDOXHVRIDQG
UHVSHFWLYHO\)RUSUHGLFWDELOLW\ WKH ILJXUHVDUH DQG UHVSHFWLYHO\ ,QFRPSDULVRQ
)UDQFLVHWDOSURYLGHPHDQDQGPHGLDQYDOXHVRIHDUQLQJVSUHGLFWDELOLW\DVDQG
UHVSHFWLYHO\)LQDOO\WKHPHDQDQGPHGLDQRIHDUQLQJVVPRRWKQHVVDUHDQG
UHVSHFWLYHO\ ZKLOH )UDQFLV HW DO  SURYLGH PHDQ DQG PHGLDQ YDOXHV RI HDUQLQJV
VPRRWKQHVVDVDQG
3DQHO%DOVRUHSRUWVVXPPDU\LQIRUPDWLRQRIUHOHYDQWILQDQFLDOYDULDEOHV7KHPHDQRIWRWDO
DVVHWVLVPLOOLRQDQGWKHPHGLDQRIWRWDODVVHWVLVPLOOLRQPHDQVDOHVLV
PLOOLRQDQGPHGLDQVDOHVLVPLOOLRQ7KHPHDQDQGPHGLDQRIPDUNHWYDOXHRIHTXLW\DUH
PLOOLRQDQGPLOOLRQUHVSHFWLYHO\
3DQHO&RIWDEOHUHSRUWVWKHFRUUHODWLRQVDPRQJIndEPHDUQLQJVTXDOLW\SUR[LHVDQGWKH
FRQWURO YDULDEOHV :KLOH WKHUH LV D VLJQLILFDQW DQG SRVLWLYH FRUUHODWLRQ DPRQJ WKH IRXU
HDUQLQJV TXDOLW\ SUR[LHV WKH FRUUHODWLRQV GR QRW H[FHHG  LQGLFDWLQJ WKDW WKH HDUQLQJV
TXDOLW\ SUR[LHV DUH GLVWLQFW ZLWK HDFK PHDVXUH UHIOHFWLQJ D GLIIHUHQW GLPHQVLRQ RI HDUQLQJV
TXDOLW\7KLVILQGLQJLVFRQVLVWHQWZLWKSULRUVWXGLHVWKDWGRFXPHQWORZHPSLULFDOFRUUHODWLRQV
DPRQJWKHVHSUR[LHVRIHDUQLQJVTXDOLW\)UDQFLVHWDO%RZHQHWDO'HFKRZHW
DO


7KH UHVXOWV VKRZ VLJQLILFDQW SRVLWLYH FRUUHODWLRQV EHWZHHQ IndEP DQG DOO WKH IRXU HDUQLQJV
TXDOLW\SUR[LHVDVZHOODVWKHFRQWUROYDULDEOHVEHWDDQGOHYHUDJH$OVRWKHUHLVDVLJQLILFDQW
QHJDWLYH FRUUHODWLRQ EHWZHHQ IndEP DQG ILUP VL]H ZKLFK LV FRQVLVWHQW ZLWK SULRU OLWHUDWXUH
+RZHYHUWKHUHLVQRVLJQLILFDQWFRUUHODWLRQEHWZHHQIndEPDQGILUPJURZWK7KHFRUUHODWLRQV
DPRQJHDUQLQJVTXDOLW\SUR[LHVDQGWKHFRQWUROYDULDEOHVUDQJHEHWZHHQDQGZKLFK
LQGLFDWHV D ODFN RI PXOWLFROOLQHDULW\ DPRQJ WKH LQGHSHQGHQW YDULDEOHV :H DOVR FDOFXODWH
9DULDQFH ,QIODWLRQ )DFWRUV 9,)V 9,)V DERYH WHQ DUH WKRXJKW WR LQGLFDWH VHYHUH
PXOWLFROOLQHDULW\SUREOHPV)LHOG7KHUHVXOWVVKRZQRQHRIWKH9,)VDUHDERYHWZR
ZKLFKVXJJHVWV WKDWPXOWLFROOLQHDULW\GRHVQRWSRVHDSUREOHPWRRXUVXEVHTXHQW UHJUHVVLRQ
DQDO\VHV
>,QVHUW7DEOHKHUH@
4.2 Empirical tests 
3DQHO'7DEOH  SURYLGHV UHVXOWVRI RXU XQLYDULDWH DQDO\VLV RI WKH IndEP DFURVVTXLQWLOHV
VRUWHG RQ HDFK (4 SUR[\ IURP WKH ORZHVW WR WKH KLJKHVW ,W SUHVHQWV LQIRUPDWLRQ RQ WKH
GLIIHUHQFHEHWZHHQ WKHPHDQRI WKHFRVWRIHTXLW\DQGERWK WKHSRRUDQG WKHKLJKHDUQLQJV
TXDOLW\ TXLQWLOHV ,W UHSRUWV WKDW ILUPV ZLWK SRRU HDUQLQJV TXDOLW\ TXLQWLOH 4 KDYH D
VLJQLILFDQW ODUJHUPHDQܫ݊݀ܧܲ FRPSDUHG WR ILUPVZLWKKLJKHDUQLQJVTXDOLW\TXLQWLOH 4
H[FHSWIRUHDUQLQJVVPRRWKQHVVZKLFKVKRZVQRVLJQLILFDQWGLIIHUHQFHEHWZHHQWKHWZRVDLG
TXLQWLOHV,QWHUPVRIDFFUXDOVTXDOLW\WKHGLIIHUHQFHEHWZHHQPHDQܫ݊݀ܧܲYDOXHVRIWKHWZR
TXLQWLOHV 4 DQG 4 LV  DQG VLJQLILFDQWO\ GLIIHUHQW IURP ]HUR WVWDWLVWLF  )RU
SHUVLVWHQFHWKHGLIIHUHQFHEHWZHHQPHDQܫ݊݀ܧܲYDOXHVRIWKHWZRVDLGTXLQWLOHVLVDQG
LVVLJQLILFDQWO\GLIIHUHQWIURP]HURWVWDWLVWLF)RUSUHGLFWDELOLW\WKHGLIIHUHQFHEHWZHHQ
PHDQܫ݊݀ܧܲYDOXHVRIWKHWZRVDLGTXLQWLOHVLVDQGLVVLJQLILFDQWO\GLIIHUHQWIURP]HUR
WVWDWLVWLF)LQDOO\IRUVPRRWKQHVVWKHGLIIHUHQFHEHWZHHQPHDQܫ݊݀ܧܲYDOXHVRIWKH
WZRVDLGTXLQWLOHVLVEXWQRWVLJQLILFDQWO\GLIIHUHQWIURP]HURWVWDWLVWLF
4.2.1 The association between earnings quality and the cost of equity capital 
,QWKLVVHFWLRQZHSUHVHQWWKHUHVXOWVRIWKHPDLQWHVWV:HH[DPLQHWKHDVVRFLDWLRQVEHWZHHQ
WKHFRVWRIHTXLW\DQGHDFKHDUQLQJVTXDOLW\SUR[LHVIRUHDFK\HDUt XVLQJHTXDWLRQ
 ܫ݊݀ܧ ௖ܲǡ௧ ൌ߲଴ ൅ ߲ଵܤ݁ݐܽ௖ǡ௧ ൅ ߲ଶܵ݅ݖ݁௖ǡ௧ ൅ ߲ଷܩݎ݋ݓݐ݄௖ǡ௧ ൅ ߲ସܮ݁ݒ݁ݎܽ݃݁௖ǡ௧൅ ߲ହܧܳܲݎ݋ݔݕ௖ǡ௧௞ ൅ ߜ௖ǡ௧ (T
:KHUH


ܤ݁ݐܽLVWKHILYH\HDUVUROOLQJSUHHVWLPDWHGEHWDDFTXLUHGIURP&$30HVWLPDWHVXVLQJ
PRQWKO\GDWDLWLQYROYHVQROHVVWKDQPRQWKO\UHWXUQVIRUHDFKILUPWRGRWKLVHVWLPDWLRQܵ݅ݖ݁LVORJRIILUPc¶VWRWDODVVHWVLQ\HDUtܩݎ݋ݓݐ݄LVWKHORJRIRQHSOXVWKHILUP¶VJURZWKLQERRNYDOXHRIHTXLW\RYHUWKHSUHFHGLQJ
\HDUVܮ݁ݒ݁ݎܽ݃݁LVDILUPc¶VLQWHUHVWEHDULQJGHEWGHIODWHGE\WRWDODVVHWVLQ\HDUtܧܳܲݎ݋ݔݕ௖ǡ௧௞ LVWKHGHFLOHUDQNRIILUPc
VYDOXHRIWKHkWKHDUQLQJVTXDOLW\SUR[\LQ\HDUtܭ א O?ܣܿܿݎݑ݈ܽݏܳݑ݈ܽ݅ݐݕǡ ܲ݁ݎݏ݅ݏݐ݁݊ܿ݁ǡ ܲݎ݁݀݅ܿݐܾ݈ܽ݅݅ݐݕǡ ܵ݉݋݋ݐ݄݊݁ݏݏO?
%DVHG RQ SULRU ZRUN ZH H[SHFW D SRVLWLYH FRHIILFLHQW RQ WKH HDUQLQJV TXDOLW\ GHFLOH UDQN
LQGLFDWLQJ WKDW LQYHVWRUV DWWDFK KLJKHU ULVN DVVHVVPHQWV WR VWRFNV ZLWK OHVV IDYRXUDEOH LH
ODUJHU YDOXHV RI HDFK HDUQLQJV TXDOLW\ SUR[\ DQG WKHUHIRUH D KLJKHU FRVW RI HTXLW\ IRU WKH
ILUP)RUWKHFRQWUROYDULDEOHVZHH[SHFWSRVLWLYHFRHIILFLHQWVIRU&$30EHWDDQGOHYHUDJH
DVKLJKULVNFRPSDQLHVILQDQFHGZLWKODUJHUSURSRUWLRQVRIGHEWDUHH[SHFWHGWRKDYHDKLJKHU
FRVWRIHTXLW\%\FRQWUDVWWKHOLWHUDWXUHVXJJHVWVWKDWWKHFRHIILFLHQWVIRUFRPSDQ\VL]HDQG
JURZWK VKRXOG EH SRVLWLYH VLQFH ODUJH FRPSDQLHV RU KLJK JURZWK FRPSDQLHV FDQ W\SLFDOO\
UDLVH HTXLW\ IXQGV PRUH FKHDSO\ 0RUHRYHU WR DOOHYLDWH FRQFHUQV DERXW FURVVVHFWLRQDO
GHSHQGHQFLHVLQWKHVDPSOHZHHVWLPDWH(TXDWLRQIRUHDFKRIWKH\HDUVLQWKHVDPSOHE\
XVLQJ WKH WLPHVHULHV VWDQGDUG HUURUV UHJUHVVLRQV LQWURGXFHGE\)DPDDQG0DF%HWK 
$OVR 1HZH\ DQG :HVW  VWDQGDUG HUURUV SRROHG UHJUHVVLRQ LV XVHG ZKLFK FRQWUROV
KHWHURVFHGDVWLFLW\DQGDXWRFRUUHODWLRQHIIHFWVWRDVVHVVWKHVHQVLWLYLW\RIWKHSUHYLRXVUHVXOWV
7DEOHSURYLGHVWKHWLPHVHULHVVWDQGDUGHUURUVUHJUHVVLRQVUHVXOWV&ROXPQDQGSRROHG
UHJUHVVLRQUHVXOWV&ROXPQIRU(TXDWLRQIRUHDFKHDUQLQJVTXDOLW\SUR[\3UHGLFWDELOLW\
KDV WKH ODUJHVW HIIHFW RQ WKH FRVW RI HTXLW\ ZLWK D PHDQ FRHIILFLHQW HVWLPDWH RI  W
VWDWLVWLF   7KLV ILQGLQJ VKRZV WKDW ILUPV ZLWK D ORZHU HDUQLQJV SUHGLFWDELOLW\ KDYH D
KLJKHU FRVW RI HTXLW\ FRPSDUHG WR ILUPV ZLWK KLJKHU HDUQLQJV SUHGLFWDELOLW\ 7KH VHFRQG
ODUJHVW FRVW RI HTXLW\ HIIHFW LV REVHUYHG IRU DFFUXDOV TXDOLW\ WKH UHVXOWV VKRZ D PHDQ
FRHIILFLHQWHVWLPDWHRIWVWDWLVWLF 7KLVILQGLQJVKRZVWKDWILUPVZLWKDORZHU
DFFUXDOVTXDOLW\KDYH DKLJKHU FRVW RI HTXLW\ UHODWLYH WR ILUPVZLWKKLJKHU DFFUXDOVTXDOLW\
7KHWKLUGODUJHVWHIIHFWLVREVHUYHGIRUSHUVLVWHQFHZLWKDPHDQHVWLPDWHRIFRHIILFLHQW
WVWDWLVWLF  )LQDOO\ WKH UHVXOWV VKRZ D VLJQLILFDQW DVVRFLDWLRQ EHWZHHQ HDUQLQJV
VPRRWKQHVVDQG WKHFRVWRIHTXLW\ZLWKDPHDQHVWLPDWHRIFRHIILFLHQWWVWDWLVWLF 



(FRQRPLFDOO\ WKH UHVXOWV VKRZ WKDW ILUPV ZLWK KLJK HDUQLQJV SUHGLFWDELOLW\ HQMR\ D 
FRHIILFLHQWWLPHVGHFLOHGLIIHUHQFHVEDVLVSRLQW ORZHUFRVWRIHTXLW\FRPSDUHGWR
ILUPVZLWKSRRUHDUQLQJVSUHGLFWDELOLW\)RUDFFUXDOVTXDOLW\WKHUHVXOWVVKRZDGLIIHUHQFH
EDVLV SRLQW EHWZHHQ ILUPV ZLWK KLJK DQG SRRU DFFUXDOV TXDOLW\ )RU SHUVLVWHQFH WKH UHVXOWV
VKRZ D  GLIIHUHQFH EDVLV SRLQW EHWZHHQ ILUPV ZLWK KLJK DQG SRRU HDUQLQJV SHUVLVWHQFH
)LQDOO\IRUVPRRWKQHVVWKHUHVXOWVVKRZDGLIIHUHQFHEDVLVSRLQWEHWZHHQILUPVZLWKKLJK
DQGSRRUHDUQLQJVVPRRWKQHVV:KLOHWKHUHDUHGLIIHUHQFHVLQWKHUDQNLQJRIWKHSUR[LHVRXU
UHVXOWVDUHJHQHUDOO\FRQVLVWHQWZLWKSULRUILQGLQJVUHSRUWHGE\)UDQFLVHWDO 
DQG*UH\HWDO$VWKHTXDOLW\RIHDUQLQJVGHFOLQHVWKHDPRXQWWKDWLQYHVWRUVDUHUHDG\
WR SD\ IRU D SRXQG RI HDUQLQJV GHFOLQHV DV ZHOO LPSO\LQJ D KLJKHU FRVW RI HTXLW\ IRU VXFK
ILUPV7KLVVXSSRUWVWKHFRQMHFWXUHRIK\SRWKHVLV
,Q WHUPV RI FRQWURO YDULDEOHV UHVXOWV VKRZ WKDW ܫ݊݀ܧܲ LV QHJDWLYHO\ DVVRFLDWHG ZLWK ERWK
Growth1 DQGSize FRQVLVWHQWZLWKSULRU OLWHUDWXUH ILUPVZLWKKLJKJURZWK UDWHVKDYH ORZHU
HDUQLQJV±SULFHUDWLRVDQGODUJHUILUPVKDYHDORZHUFRVWRIHTXLW\)LQDOO\WKHUHVXOWVVKRZD
SRVLWLYH DVVRFLDWLRQ EHWZHHQ IndEP DQG ERWK Beta2 DQG Leverage FRQVLVWHQW ZLWK WKH SULRU
ZRUN)UDQFLVHWDO*UD\HWDO
)XUWKHU 1HZH\ DQG :HVW  VWDQGDUG HUURUV SRROHG UHJUHVVLRQ LV XVHG 7DEOH 
&ROXPQ  UHSRUWV WKH FRHIILFLHQW HVWLPDWH DQG VWDWLVWLFDO VLJQLILFDQFH RI HDFK HDUQLQJV
TXDOLW\SRROHGUHJUHVVLRQIRUWKHVDPHVDPSOH7KHSRROHGUHVXOWVDUHVLPLODUWRWKHUHVXOWVRI
WKH)DPDDQG0DF%HWK PHDQDQQXDO UHJUHVVLRQV H[FHSW IRU WKH  IROORZLQJ   WKH
DVVRFLDWLRQ EHWZHHQ IndEP DQG VPRRWKQHVV EHFRPHV LQVLJQLILFDQW  7KH DVVRFLDWLRQV
EHWZHHQIndEPDQGERWKBetaDQG*URZWKEHFRPHVVLJQLILFDQW7KHHIIHFWRISHUVLVWHQFH
RQWKHFRVWRIHTXLW\KDVDVLJQLILFDQWO\ODUJHUHIIHFWWKDQDFFUXDOVTXDOLW\
>,QVHUW7DEOHKHUH@
4.2.2 The innate and discretionary earnings quality effects on the cost of equity capital 
)ROORZLQJ )UDQFLV HW DO  ZH GLVHQWDQJOH EHWZHHQ WKH LQQDWH DQG WKH GLVFUHWLRQDU\
FRPSRQHQWVRIWRWDOHDUQLQJVTXDOLW\:HXVHILYHVXPPDU\LQGLFDWRUVWRFRPSXWHWKHHIIHFWV
RI WKHRSHUDWLQJHQYLURQPHQWDQGEXVLQHVVPRGHO WKDWUHSUHVHQWWKHLQQDWHFRPSRQHQW ILUP
VL]H WKH VWDQGDUGGHYLDWLRQRIFDVK IORZV IRUSUHFHGLQJ\HDUV WKH VWDQGDUGGHYLDWLRQRI

7KHQHJDWLYHUHODWLRQVKLSEHWZHHQGrowthDQGIndEPLVLQVLJQLILFDQWDWVLJQLILFDQWOHYHOH[FHSWLQ$4
UHJUHVVLRQZKLFKWKHUHODWLRQLVVLJQLILFDQWDWVLJQLILFDQWOHYHO
7KHSRVLWLYHUHODWLRQVKLSEHWZHHQBetaDQGIndEPLVLQVLJQLILFDQWDWVLJQLILFDQWOHYHO


VDOHV IRU SUHFHGLQJ  \HDUV WKH OHQJWK RI RSHUDWLQJ F\FOH DQG WKH IUHTXHQF\ RI QHJDWLYH
UHDOLVHG HDUQLQJV IRU SUHFHGLQJ  \HDUV 7KLV PHWKRG XVHV WKH SUHGLFWHG YDOXHV HVWLPDWHG
IURP UHJUHVVLQJ HDUQLQJVTXDOLW\SUR[\RQ WKHVH VXPPDU\ LQGLFDWRUV WR FRPSXWH WKH LQQDWH
SRUWLRQ RI HDUQLQJV TXDOLW\ SUR[\ DQG WKH UHVLGXDO IURP WKLV UHJUHVVLRQ UHSUHVHQWV WKH
GLVFUHWLRQDU\SRUWLRQVHH(TXDWLRQ
 ܧܳܲݎ݋ݔݕ௖ǡ௧௞ ൌߣ଴ǡ௖ ൅ ߣଵǡ௖ܵ݅ݖ݁௖ǡ௧ ൅ ߣଶǡ௖ߪO?ܥܨܱO?௖ǡ௧ ൅ ߣଷǡ௖ߪO?݈ܵܽ݁ݏO?௖ǡ௧൅ ߣସǡ௖ܱ݌݁ݎܥݕ݈ܿ݁௖ǡ௧ ൅ ߣହǡ௖ܰ݁݃ܧܽݎ݊௖ǡ௧ ൅ ݒ௖ǡ௧ (T
:KHUHߪO?ܥܨܱO?௖ǡ௧ LV WKHVWDQGDUGGHYLDWLRQRI ILUPc¶VFDVK IORZRSHUDWLRQVFRPSXWHG WKURXJK WKH
SUHFHGLQJ\HDUVߪO?݈ܵܽ݁ݏO?௖ǡ௧ LV WKHVWDQGDUGGHYLDWLRQRI ILUPc¶VQHW UHYHQXHFRPSXWHG
WKURXJK WKHSUHFHGLQJ\HDUVܱ݌݁ݎܥݕ݈ܿ݁௖ǡ௧ WKH ORJRI ILUPc¶VRSHUDWLQJF\FOH LQ\HDU tܰ݁݃ܧܽݎ݊௖ǡ௧ WKH QXPEHU RI \HDUV ZKHUH ILUP c UHSRUWHG QHW LQFRPH EHIRUH H[WUDRUGLQDU\
LWHPV NIBE)   RXW RI WKH SUHFHGLQJ  \HDUV 7KH SUHGLFWHG YDOXH RI ܧܳܲݎ݋ݔݕ௖ǡ௧௄ 
UHSUHVHQWV WKH LQQDWH HDUQLQJV TXDOLW\ DQG WKH UHVLGXDOO㨇?௖ǡ௧O? UHSUHVHQWV WKH GLVFUHWLRQDU\
HDUQLQJV TXDOLW\ 8VLQJ WKH FRHIILFLHQW HVWLPDWHV DFTXLUHG IURP WKH DQQXDO UHJUHVVLRQV RI
HTXDWLRQZHFDOFXODWHWKHLQQDWHHDUQLQJVTXDOLW\DQGWKHGLVFUHWLRQDU\HDUQLQJVTXDOLW\
WKHQ ZH UHSODFH WRWDO HDUQLQJV TXDOLW\ LQ WKH PDLQ PRGHO (TXDWLRQ  ZLWK WKRVH WZR
FRPSRQHQWV
7DEOH  UHSRUWV WKDW WKH LQQDWH FRPSRQHQW FRHIILFLHQW LV ODUJHU WKDQ WKH GLVFUHWLRQDU\
FRPSRQHQW FRHIILFLHQW E\ D IDFWRU RI WZR IRU DOO HDUQLQJVTXDOLW\ SUR[LHV DQG DOVR H[KLELWV
VWURQJHUVWDWLVWLFDOVLJQLILFDQFHWKDQWKHGLVFUHWLRQDU\FRHIILFLHQW0RUHRYHU WKHUHVXOWVDOVR
VKRZ D VLJQLILFDQW DVVRFLDWLRQ EHWZHHQ IndEP DQG WKH LQQDWH SRUWLRQ RI VPRRWKQHVV DQG
LQVLJQLILFDQWDVVRFLDWLRQEHWZHHQIndEPDQGWKHGLVFUHWLRQDU\SRUWLRQRIVPRRWKQHVV
,QHFRQRPLFWHUPVWKHODUJHVWHIIHFWRIWKHLQQDWHDFFUXDOVTXDOLW\LQFUHDVHVWKHFRVWRIHTXLW\
E\  EDVLV SRLQWV EHWZHHQ KLJKHVW DQG ORZHVW GHFLOH UDQN RI WKH LQQDWH DFFUXDOV TXDOLW\
ILUPV ZKLOH WKH HIIHFW RI WKH GLVFUHWLRQDU\ DFFUXDOV TXDOLW\ LV  EDVLV SRLQWV 7KLV UHVXOW
VXJJHVWV WKDW LQYHVWRUV JLYH JUHDWHU ZHLJKW WR WKH LQQDWH FRPSRQHQW ZKLFK LV GULYHQ E\
HFRQRPLF IXQGDPHQWDOV FRPSDUHG WR WKH GLVFUHWLRQDU\ FRPSRQHQW WKDW LV GULYHQ E\
PDQDJHPHQWFKRLFHVLQWKH8.ZKHQGHWHUPLQLQJWKHFRVWRIHTXLW\RIDILUP:KLOH)UDQFLV
HWDODOVRILQGWKDWLQYHVWRUVSODFHKLJKHU LPSRUWDQFHRQLQQDWHIDFWRUVRXUILQGLQJV


DUH PRUH SURQRXQFHG 7KLV VXSSRUWV WKH FRQMHFWXUH LQ RXU VHFRQG K\SRWKHVLV WKDW DSSO\LQJ
,)56 LQ WKH8. LQFUHDVHV WKHTXDOLW\ DQGSUHFLVLRQRI DFFRXQWLQJ LQIRUPDWLRQ DQG UHGXFHV
LQIRUPDWLRQ DV\PPHWU\ IRUERWK IXWXUH FDVK IORZDQG IXWXUH HDUQLQJV WKXV WKH LQIRUPDWLRQ
ULVNWKDWDVVRFLDWHGZLWKWKHGLVFUHWLRQDU\HDUQLQJVTXDOLW\LVUHGXFHG
>,QVHUW7DEOHKHUH@

4.2.3 The financial crisis 
:H FODVVLI\ WKH VDPSOH SHULRG  LQWR WKUHH VXESHULRGV µSUHFULVLV SHULRG¶ IRU
\HDUVDQGµFULVLVSHULRG¶IRU\HDUVDQGDQGµUHFRYHU\SHULRG¶IRU
\HDUVDQG)LJXUHSUHVHQWVWKHPHDQRIIndEPHDFK\HDUIURPWR,W
VKRZV WKDW WKHPHDQRI IndEP LQFUHDVHGVWHDGLO\ IURPWKHSUHFULVLV\HDUV DQG
WRWKHFULVLV\HDUVDQGDQGWKHQGHFUHDVHGLQWKHSRVWFULVLV\HDUV
DQG:HWHVWWKHLQWHUDFWLRQHIIHFWEHWZHHQHDUQLQJVTXDOLW\DQGWKHILQDQFLDOFULVLVRQ
WKHFRVWRIHTXLW\XVLQJHTXDWLRQ
 ܫ݊݀ܧ ௖ܲǡ௧ ൌ߲଴ ൅ ߲ଵܤ݁ݐܽ௖ǡ௧ ൅ ߲ଶܵ݅ݖ݁௖ǡ௧ ൅ ߲ଷܩݎ݋ݓݐ݄௖ǡ௧ ൅ ߲ସܮ݁ݒ݁ݎܽ݃݁௖ǡ௧൅ ߲ହܧܳܲݎ݋ݔݕ௖ǡ௧௞ ൅ ߲଺ܥݎ݅ݏ݅ݏ௖ǡ௧ ൅ ߲଻ܴ݁ܿ݋ݒ݁ݎݕ௖ǡ௧൅ ଼߲ܧܳܲݎ݋ݔݕ௖ǡ௧௞ כ ܥݎ݅ݏ݅ݏ௖ǡ௧ ൅ ߲ଽܧܳܲݎ݋ݔݕ௖ǡ௧௞ כ ܴ݁ܿ݋ݒ݁ݎݕ௖ǡ௧൅ߜ௖ǡ௧ (T
:KHUHܥݎ݅ݏ݅ݏ௖ǡ௧LVDGXPP\YDULDEOHHTXDOVLI\HDUVDUHDQGDQGHTXDOV]HURRWKHUZLVHݎ݁ܿ݋ݒ݁ݎݕ௖ǡ௧ LV D GXPP\ YDULDEOH HTXDOV  LI \HDUV DUH  DQG  DQG HTXDOV ]HUR
RWKHUZLVH
>,QVHUW)LJXUHKHUH@
>,QVHUW7DEOHKHUH@
7KH UHVXOWV DUH UHSRUWHG LQ 7DEOH  7KH UHVXOWV LQGLFDWH WKDW GXULQJ WKH FULVLV WKH
UHODWLRQVKLS EHWZHHQ WKH FRVW RI HTXLW\ DQG HDUQLQJV TXDOLW\ EHFRPHV VWURQJHU 7KH VORSH
FRHIILFLHQWRIDFFUXDOVTXDOLW\LQWKHSUHFULVLVSHULRGLVKRZHYHUGXULQJWKHFULVLVWKH
YDOXH RI WKLV VORSH FRHIILFLHQW KDG ULVHQ WR   UHIOHFWLQJ WKH KLJKHU
VHQVLWLYLW\ RI WKH FRVW RI HTXLW\ WR DFFUXDOV TXDOLW\ GXULQJ WKH FULVLV 7KLV VXSSRUWV WKH
FRQMHFWXUHRIRXU WKLUGK\SRWKHVLV+RZHYHU WKHVWUHQJWKRI WKLVDVVRFLDWLRQGHFUHDVHVDIWHU
WKHFULVLVSHULRG7KHUHVXOWVDOVRVKRZWKDWGXULQJWKHFULVLVLQYHVWRUVSODFHPRUHDWWHQWLRQ


RQHDUQLQJVVXVWDLQDELOLW\DQGWKHFKDQJHLQH[SHFWHGIXWXUHHDUQLQJVWKDQRQWKHUHODWLRQVKLS
EHWZHHQHDUQLQJVDQGFDVKIORZRIILUPV
:HDOVRWHVWWKHLQWHUDFWLRQHIIHFWVEHWZHHQERWKWKHLQQDWHDQGGLVFUHWLRQDU\HDUQLQJVTXDOLW\
FRPSRQHQWVDQGWKHILQDQFLDOFULVLVRQWKHFRVWRIHTXLW\FDSLWDO7KHUHVXOWVLQGLFDWHWKDWLQ
ERWK SHULRGV WKH SUHFULVLV DQG WKH FULVLV SHULRG WKHUH LV VWURQJ HYLGHQFH WKDW WKH LQQDWH
DFFUXDOV TXDOLW\ LV SULFHG ZKHUHDV WKH GLVFUHWLRQDU\ FRPSRQHQW KDV LQVLJQLILFDQW SULFLQJ
HIIHFWV7DEOHUHSRUWVWKHUHVXOWV
>,QVHUW7DEOHKHUH@
4.3 Robustness check 
:HSHUIRUPDQXPEHURI VHQVLWLYLW\ WHVWVRQRXU UHVXOWV ,QDGGLWLRQ WR IndEPZHXVH ILYH
RWKHUex-antePHDVXUHVIRUWKHFRVWRIHTXLW\GHULYHGIURPWKHIROORZLQJGLYLGHQGYDOXDWLRQ
PRGHOV WKH SULFHHDUQLQJV JURZWK UDWLR PRGHO 3(* (DVWRQ  WKH PRGLILHG SULFH
HDUQLQJVJURZWKUDWLR(DVWRQWKHHFRQRP\ZLGHJURZWKPRGHO2KOVRQDQG-XHWWQHU
1DXURWKWKHPRGLILHGHFRQRP\ZLGHJURZWKPRGHO*RGHDQG0RKDQUDPDQG
WKHPHDQRIWKHIRXUSUR[LHVݎ௉ாீ ǡ ݎெ௉ாீ ǡ ݎ௢௝௡ǡ ீݎ ெWRUHGXFHELDVHVDQGPHDVXUHPHQWHUURUV
LQWKHUHJUHVVLRQDQDO\VLV+DLODQG/HX]$OORIWKHVHSUR[LHVDUHXVHGDVDOWHUQDWLYHV
WRWKHIndEP(TXDWLRQLVUHWHVWHGE\UHSODFLQJIndEPZLWKWKHILYHH[DQWHPHDVXUHVRI
WKHFRVWRIHTXLW\UHVXOWVUHSRUWHGLQWDEOHSDQHO$%:HILQGVLPLODUUHVXOWVWRWKHPDLQ
WHVWVZLWKKLJKHURFRPSDUHGWRXVLQJIndEP:HDOVRXVHWKHUDWLRRIILUPV(3WRPHGLDQ
,QGXVWU\(3DVDPHDVXUHRIWKHFRVWRIHTXLW\DQGUHWHVW(TXDWLRQUHVXOWVQRWUHSRUWHG
:HILQGDVLJQLILFDQWQHJDWLYHDVVRFLDWLRQEHWZHHQHDFKHDUQLQJVTXDOLW\SUR[\DQGWKHFRVW
RIHTXLW\LQOLQHZLWKRXUPDLQUHVXOWV
$V SDUW RI RXU IXUWKHU UREXVWQHVV WHVWV ZH XVH SDQHO UHJUHVVLRQV ZLWK IL[HG DQG UDQGRP
HIIHFWV IRU IndEP ,Q DGGLWLRQ ZH XVH WKH +DXVPDQ WHVW WR GLIIHUHQWLDWH EHWZHHQ WKH IL[HG
HIIHFWV DQG WKH UDQGRP HIIHFWV PRGHO :H WHVW WKH QXOO K\SRWKHVLV WKDW WKH FRHIILFLHQWV
HVWLPDWHGE\WKHHIILFLHQWUDQGRPHIIHFWVHVWLPDWRUDUHWKHVDPHDVWKHFRHIILFLHQWVHVWLPDWHG
E\ WKH FRQVLVWHQW IL[HG HIIHFWV HVWLPDWRU 7KH UHVXOWV LQGLFDWH D UHMHFWLRQ RI WKH QXOO
K\SRWKHVLV WKLV VXJJHVWV WKDW IL[HG HIIHFWV HVWLPDWLRQV DUH PRUH DSSURSULDWH WKDQ UDQGRP
HIIHFWVHVWLPDWLRQV7DEOH  UHSRUWV WKH UHVXOWV:H ILQGD VLJQLILFDQWQHJDWLYHDVVRFLDWLRQ
EHWZHHQHDFKHDUQLQJVTXDOLW\SUR[\DQG IndEP7KH ODUJHVWHIIHFWRQ WKHFRVWRIHTXLW\ LV
REVHUYHGIRUSUHGLFWDELOLW\WKHQDFFUXDOVTXDOLW\WKHQSHUVLVWHQFHDQGVPRRWKQHVVFRQVLVWHQW
ZLWKWKHPDLQUHVXOWV


7KLUGIROORZLQJ)UDQFLVHWDOZHSDUWLWLRQWKHWRWDOHDUQLQJVTXDOLW\LQWRWKHLQQDWH
DQGGLVFUHWLRQDU\FRPSRQHQWXVLQJDQDOWHUQDWLYHPHWKRG7KLVLQYROYHVDGGLQJWKHVXPPDU\
LQGLFDWRUYDULDEOHVWKDWUHSUHVHQWWKHLQQDWHSRUWLRQWRWKHFRVWRIHTXLW\UHJUHVVLRQPRGHODV
FRQWURO YDULDEOHV 7KH YDULDEOHV DUH ILUP 6L]HߪO?ܥܨܱO?, ߪO?݈ܵܽ݁ݏO?, ܱ݌݁ݎܽݐ݅݊݃ܥݕ݈ܿ݁, DQG ܰ݁݃ܧܽݎ݊7KHUHIRUHWKHFRHIILFLHQWHVWLPDWHRIHDUQLQJVTXDOLW\UHSUHVHQWVWKHHIIHFWRIWKH
GLVFUHWLRQDU\SRUWLRQRIHDUQLQJVTXDOLW\RQWKHFRVWRIHTXLW\)UDQFLVHWDO7DEOH
UHSRUWV WKH UHVXOWV:H ILQG WKDW WKHGLVFUHWLRQDU\FRPSRQHQWKDVDQHJOLJLEOHHIIHFWRQ WKH
FRVWRIHTXLW\
>,QVHUW7DEOHKHUH@
>,QVHUW7DEOHKHUH@
>,QVHUW7DEOHKHUH@
 'LVFXVVLRQDQGFRQFOXVLRQ
(PSLULFDO HYLGHQFH WKDW H[DPLQHV WKH DVVRFLDWLRQ EHWZHHQ HDUQLQJV TXDOLW\ DQG WKH FRVW RI
HTXLW\ VXSSRUWV WKHRUHWLFDO ZRUN WKDW LQIRUPDWLRQ ULVN LV D QRQGLYHUVLILDEOH ULVN IDFWRU
+RZHYHU WKH PDLQ ERG\ RI HYLGHQFH FHQWUHG RQ )UDQFLV HW DO¶V  VHPLQDO ZRUN
IRFXVHV RQ HDUQLQJVTXDOLW\PHDVXUHV WKDW DUHEDVHGRQ86*$$3 7KLV VWXG\ H[WHQGV WKH
DQDO\VLVRI)UDQFLVHW DO  IRUD VDPSOHRI8. OLVWHG ILUPVGXULQJ WKHSHULRG WR
7KH8.LVVHOHFWHGEHFDXVHLWKDVDVLPLODULQVWLWXWLRQDOVHWWLQJWRWKH8QLWHG6WDWHVEXW
GLIIHUVLQWKHXVHRI,)562XUVWXG\DOVRLQYHVWLJDWHVWKHLQWHUSOD\EHWZHHQHDUQLQJVTXDOLW\
DQGWKHFRVWRIFDSLWDOGXULQJDSHULRGRIVHYHUHPDFURHFRQRPLFWXUEXOHQFH
8VLQJDVDPSOHRIILUPVOLVWHGRQWKH/RQGRQ6WRFN([FKDQJHGXULQJWKHSHULRG
ZHFDOLEUDWHRXUIRXUDFFRXQWLQJEDVHGHDUQLQJVTXDOLW\SUR[LHVDFFUXDOVTXDOLW\SHUVLVWHQFH
SUHGLFWDELOLW\ DQG VPRRWKQHVV DJDLQVW WKH FRVWRI HTXLW\:HH[DPLQHZKHWKHU HDFKSUR[\
PDWWHUVWRLQYHVWRUVDQGZKLFKSUR[\LVYLHZHGE\LQYHVWRUVDVFRQIHUULQJWKHJUHDWHVWFDSLWDO
PDUNHWDGYDQWDJHDVPHDVXUHGE\DGHFUHDVHGFRVWRIHTXLW\
2XU HPSLULFDO UHVXOWV DUH FRQVLVWHQW DFURVV HVWLPDWLRQ PHWKRGV DQQXDO UHJUHVVLRQV DQG
SRROHGUHJUHVVLRQVDQGSUR[LHVRIWKHFRVWRIHTXLW\IndEPDQGWKHLPSOLHGPHDVXUHV:H
JHQHUDOO\ ILQG D VWDWLVWLFDOO\ VLJQLILFDQW QHJDWLYH DVVRFLDWLRQ EHWZHHQ HDFK HDUQLQJV SUR[\
FRQVLGHUHGVHSDUDWHO\DQGWKHFRVWRIHTXLW\FRQVLVWHQWZLWKRXUILUVWK\SRWKHVLV
+RZHYHUXQOLNH)UDQFLVHWDORXUUHVXOWVVKRZWKDWWKHSUHGLFWDELOLW\SUR[\H[SODLQV
PRUHRI WKHYDULDWLRQ LQ HVWLPDWHV RI WKH FRVW RI HTXLW\ IROORZHGE\ DFFUXDOV TXDOLW\ WKHQ
SHUVLVWHQFHDQGILQDOO\VPRRWKQHVV0RUHRYHUZKLOH)UDQFLVHWDOILQGWKDWLQYHVWRUV


UHZDUG VPRRWKHU HDUQLQJV VWUHDPV ZLWK D UHGXFHG FRVW RI HTXLW\ ZH GR QRW ILQG DQ\
DVVRFLDWLRQ RU OHDVW FRQVLVWHQW DVVRFLDWLRQ EHWZHHQ WKH FRVW RI HTXLW\ DQG HDUQLQJV
VPRRWKQHVV &RQVLVWHQW ZLWK RXU VHFRQG K\SRWKHVLV RXU UHVXOWV DOVR VKRZ WKDW WKH LQQDWH
FRPSRQHQWRIHDFKHDUQLQJVTXDOLW\SUR[\KDVDODUJHULPSDFWRQWKHFRVWRIHTXLW\WKDQWKH
GLVFUHWLRQDU\FRPSRQHQW:KLOHWKLVLVFRQVLVWHQWZLWK)UDQFLVHWDOWKHHIIHFWRIWKH
LQQDWHFRPSRQHQWRQWKHFRVWRIHTXLW\LVPRUHSURQRXQFHGLQRXUVWXG\
7KHLQWHUDFWLRQHIIHFWEHWZHHQHDUQLQJVTXDOLW\DQGWKHILQDQFLDOFULVLVRQWKHFRVWRIHTXLW\LV
DOVRH[DPLQHG7KHUHVXOWVLQGLFDWHWKDWWKHDVVRFLDWLRQEHWZHHQHDUQLQJVTXDOLW\DQGWKHFRVW
RI HTXLW\ LV VWURQJHU LQ WKH FULVLV WKDQ LQ WKH SUHFULVLV SHULRG $OVR ZH LQYHVWLJDWH WKH
LQWHUDFWLRQ HIIHFW EHWZHHQ WKH WZR FRPSRQHQWV RI HDUQLQJV TXDOLW\ ± WKH LQQDWH DQG WKH
GLVFUHWLRQDU\FRPSRQHQWV±DQGWKHILQDQFLDOFULVLVRQWKHFRVWRIHTXLW\:HILQGWKDWWKHWKH
LQQDWHFRPSRQHQWKDVDVWURQJHULPSDFWRQWKHFRVWRIHTXLW\LQWKHFULVLVSHULRGWKDQWKHSUH
FULVLVKRZHYHUZHILQGQRVLJQLILFDQWDVVRFLDWLRQEHWZHHQWKHGLVFUHWLRQDU\FRPSRQHQWDQG
WKHFRVWRIHTXLW\LQERWKSHULRG
([SODLQLQJ WKLV ILQGLQJ PD\ QHHG WR UHFRJQL]H WKDW ZKHQ WKH HFRQRP\ LV VWDEOH EHFDXVH
LQYHVWPHQWRSSRUWXQLWLHVDUHQXPHURXVLQYHVWRUVSHUKDSVSD\OHVVDWWHQWLRQWRWKHTXDOLW\RI
DFFRXQWLQJLQIRUPDWLRQ0LWWRQ&RQYHUVHO\DFULVLVFRXOGIRUFHLQYHVWRUVWRLGHQWLI\
WKH ZHDNQHVV LQ WKH TXDOLW\ RI DFFRXQWLQJ LQIRUPDWLRQ WKDW H[LVWHG DOO DORQJ 7KLV
LGHQWLILFDWLRQPD\OHDGWRDµµIOLJKWWRTXDOLW\¶¶V\QGURPHHJ*RKHWDO)UDQFLVHW
DO7KLVOHDGVLQYHVWRUVWRHLWKHUZLWKGUDZIURPWKHVWRFNPDUNHWFRPSOHWHO\RUPRYH
WKHLU LQYHVWPHQWV WR ZKDW WKH\ FRQVLGHU DV ILUPV ZLWK KLJK TXDOLW\ DFFRXQWLQJ LQIRUPDWLRQ
)UDQFLVHWDO)UDQFLVHWDO
7KHUH DUH D QXPEHU RI LPSOLFDWLRQV WKDW GHULYH IURP WKH UHVXOWV RI RXU VWXG\ )LUVW PRUH
JHQHUDOO\ RXU VWXG\ FRQVLVWHQW ZLWK SULRU ZRUN LQ WKH ILHOG VKRZV WKDW TXDOLW\ PDWWHUV DQG
FXVWRPHUVLQYHVWRUVDUHZLOOLQJWRSD\IRULW0RUHVSHFLILFDOO\WRWKHEHVWRIRXUNQRZOHGJH
RXUHPSLULFDOILQGLQJVDUHWKHILUVWWRGRFXPHQWWKDWLQIRUPDWLRQULVNDVPHDVXUHGE\HDUQLQJV
TXDOLW\LVSULFHGLQDVHWWLQJWKDWXVHV,)56IRUUHSRUWLQJSUDFWLFHV2XUVWXG\LVDOVRWKHILUVW
WRGRFXPHQWWKDWWKLVUHODWLRQVKLSEHFRPHVHYHQVWURQJHUGXULQJDSHULRGRIPDFURHFRQRPLF
WXUEXOHQFH
:KLOHRXUPDLQUHVXOWVDUHVLPLODUWR)UDQFLVHWDORXUILQGLQJVGLIIHULQWKHUDQNLQJV
DFFRUGHGWRWKHGLIIHUHQWHDUQLQJVTXDOLW\SUR[LHV:HILQGWKDWSUHGLFWDELOLW\LVUDQNHGDVWKH
PRVWVLJQLILFDQWHDUQLQJVTXDOLW\SUR[\ZKLOH)UDQFLVHWDO GRQRW ILQGDVLJQLILFDQW


UHODWLRQVKLS EHWZHHQ SUHGLFWDELOLW\ DQG WKH FRVW RI HTXLW\ *LYHQ WKH LQFOLQDWLRQ RI ,)56
WRZDUGVIDLUYDOXHUHSRUWLQJDQGSULQFLSOHVEDVHGVWDQGDUGVWKHUHVXOWVJLYHLQVLJKWVLQWRWKH
LPSRUWDQFH LQYHVWRUV SODFH RQ SUHGLFWLQJ IXWXUH SHUIRUPDQFH XVLQJ FXUUHQW HDUQLQJV LQ WKLV
VHWWLQJ
2XU UHVXOWVDOVRVKRZWKDW LQDQ,)56EDVHGVHWWLQJ LQYHVWRUVDUH OHVVFRQFHUQHGDERXW WKH
GLVFUHWLRQDU\ SRUWLRQ RI HDUQLQJV WKDQ WKH\ DUH DERXW HDUQLQJV TXDOLW\ WKDW UHIOHFWV WKH
IXQGDPHQWDOVRIDEXVLQHVV7KLVUHODWLRQVKLSEHFRPHVHYHQPRUHLPSRUWDQWGXULQJDSHULRG
RI PDFURHFRQRPLF WXUEXOHQFH )XUWKHUPRUH XQOLNH )UDQFLV HW DO  RXU UHVXOWV VKRZ
WKDWLQYHVWRUVDUHLQGLIIHUHQWWRHDUQLQJVVPRRWKLQJGULYHQE\GLVFUHWLRQDU\IDFWRUVEXWSULFH
HDUQLQJVVPRRWKLQJIDFWRUVGULYHQE\LQQDWHIDFWRUV7DNHQWRJHWKHUWKHVHUHVXOWVVKRXOGEH
FRPIRUWLQJWR86VWDQGDUGVHWWHUVZKRDUHFRQVLGHULQJDGRSWLQJ,)56DVLWSURYLGHVHYLGHQFH
WKDW LQYHVWRUV DUH OHVV FRQFHUQHG DERXW PDQDJHULDO RSSRUWXQLVP ZKHQ SULQFLSOHVEDVHG
DFFRXQWLQJVWDQGDUGVDUHXVHGWRFDOFXODWHHDUQLQJV
$OLPLWDWLRQRIRXUVWXG\LVWKDWZHGRQRWDGGUHVVUHYHUVHFDXVDOLW\FRQFHUQVDVILUPVZLWKD
ORZHUFRVWRIHTXLW\PD\KDYHPRUHUHVRXUFHVWRLPSURYHHDUQLQJVTXDOLW\7KLVLVDQDUHD
WKDW IXWXUH UHVHDUFK FDQ DGGUHVV 0RUHRYHU IXWXUH ZRUN FDQ DOVR H[DPLQH KRZ HDUQLQJV
TXDOLW\ DIIHFWV WKH FRVWRIGHEW LQ DQ ,)56 VHWWLQJ)LQDOO\ UHLWHUDWLQJ WKH DQDO\VLV WRRWKHU
JHRJUDSKLFDOORFDWLRQVZLWKYDU\LQJLQVWLWXWLRQDOVWUXFWXUHVZLOOSURYLGHXVZLWKEHWWHUJOREDO
LQVLJKWVLQWRWKHUHODWLRQEHWZHHQHDUQLQJVTXDOLW\DQGWKHFRVWRIFDSLWDO
 

:HDUHJUDWHIXOWRWKHDQRQ\PRXVUHYLHZHUIRUKLJKOLJKWLQJWKLVLVVXH


5HIHUHQFHV
$JRJOLD&3'RXSQLN76	7VDNXPLV*73ULQFLSOHVEDVHGYHUVXVUXOHVEDVHG
DFFRXQWLQJVWDQGDUGV7KHLQIOXHQFHRIVWDQGDUGSUHFLVLRQDQGDXGLWFRPPLWWHHVWUHQJWK
RQILQDQFLDOUHSRUWLQJGHFLVLRQVThe Accounting Review,SS

$OIRUG$:7KHHIIHFWRIWKHVHWRIFRPSDUDEOHILUPVRQWKHDFFXUDF\RIWKHSULFH
HDUQLQJVYDOXDWLRQPHWKRGJournal of Accounting Research,SS

$VKEDXJK+	3LQFXV0'RPHVWLFDFFRXQWLQJVWDQGDUGVLQWHUQDWLRQDODFFRXQWLQJ
VWDQGDUGVDQGWKHSUHGLFWDELOLW\RIHDUQLQJVJournal of Accounting Research,SS


%DOO5,QWHUQDWLRQDO)LQDQFLDO5HSRUWLQJ6WDQGDUGV,)563URVDQGFRQVIRU
LQYHVWRUVAccounting and Business Research,VXSSOHPHQWSS

%DOO5.RWKDUL6	5RELQ$7KHHIIHFWRILQWHUQDWLRQDOLQVWLWXWLRQDOIDFWRUVRQ
SURSHUWLHVRIDFFRXQWLQJHDUQLQJVJournal of Accounting and Economics,SS


%DUWK0(.RQFKLWFKNL<	/DQGVPDQ:5&RVWRIFDSLWDODQGHDUQLQJV
WUDQVSDUHQF\Journal of Accounting and Economics,SS

%DUWK0(	/DQGVPDQ:5+RZGLGILQDQFLDOUHSRUWLQJFRQWULEXWHWRWKH
ILQDQFLDOFULVLV"European Accounting Review,SS

%KDWWDFKDU\D1(FNHU)2OVVRQ30	6FKLSSHU.'LUHFWDQGPHGLDWHG
DVVRFLDWLRQVDPRQJHDUQLQJVTXDOLW\LQIRUPDWLRQDV\PPHWU\DQGWKHFRVWRIHTXLW\
The Accounting Review,SS

%KDWWDFKDU\D8'DRXN+	:HONHU07KHZRUOGSULFHRIHDUQLQJVRSDFLW\The 
Accounting Review,SS

%RZHQ50	.KDQ80DUNHWUHDFWLRQVWRSROLF\GHOLEHUDWLRQVRQIDLUYDOXH
DFFRXQWLQJDQGLPSDLUPHQWUXOHVGXULQJWKHILQDQFLDOFULVLVRI±Journal of 
Accounting and Public Policy,SS

%RZHQ505DMJRSDO6	9HQNDWDFKDODP0$FFRXQWLQJGLVFUHWLRQFRUSRUDWH
JRYHUQDQFHDQGILUPSHUIRUPDQFHContemporary Accounting Research,SS




%\DUG'/L<	<X<7KHHIIHFWRIPDQGDWRU\,)56DGRSWLRQRQILQDQFLDO
DQDO\VWV¶LQIRUPDWLRQHQYLURQPHQWJournal of Accounting Research,SS

&KHQ+7DQJ4-LDQJ<	/LQ=7KHUROHRILQWHUQDWLRQDOILQDQFLDOUHSRUWLQJ
VWDQGDUGVLQDFFRXQWLQJTXDOLW\(YLGHQFHIURPWKH(XURSHDQ8QLRQJournal of 
International Financial Management & Accounting,SS

&KRL-+.LP-%	/HH--9DOXHUHOHYDQFHRIGLVFUHWLRQDU\DFFUXDOVLQWKH
$VLDQILQDQFLDOFULVLVRI±Journal of Accounting and Public Policy,
SS

&KRL<63HDVQHOO.	7RQLDWR-+DVWKH,$6%EHHQVXFFHVVIXOLQPDNLQJ
DFFRXQWLQJHDUQLQJVPRUHXVHIXOIRUSUHGLFWLRQDQGYDOXDWLRQ"8.HYLGHQFHJournal of 
Business Finance & Accounting,SS

&RKHQ-5.ULVKQDPRRUWK\*3H\WFKHYD0	:ULJKW$0+RZGRHVWKH
VWUHQJWKRIWKHILQDQFLDOUHJXODWRU\UHJLPHLQIOXHQFHDXGLWRUV
MXGJPHQWVWRFRQVWUDLQ
DJJUHVVLYHUHSRUWLQJLQDSULQFLSOHVEDVHGYHUVXVUXOHVEDVHGDFFRXQWLQJHQYLURQPHQW"
Accounting Horizons,SS

&RUH-(*XD\:5	9HUGL5,VDFFUXDOVTXDOLW\DSULFHGULVNIDFWRU"Journal of 
Accounting and Economics,SS

&XLMSHUV5	%XLMLQN:9ROXQWDU\DGRSWLRQRIQRQORFDO*$$3LQWKH(XURSHDQ
8QLRQ$VWXG\RIGHWHUPLQDQWVDQGFRQVHTXHQFHVEuropean Accounting Review,
SS

'HFKRZ3	'LFKHY,7KHTXDOLW\RIDFFUXDOVDQGHDUQLQJV7KHUROHRIDFFUXDO
HVWLPDWLRQHUURUVThe Accounting Review,6XSSOHPHQWSS

'HFKRZ3*H:	6FKUDQG&8QGHUVWDQGLQJHDUQLQJVTXDOLW\$UHYLHZRIWKH
SUR[LHVWKHLUGHWHUPLQDQWVDQGWKHLUFRQVHTXHQFHVJournal of Accounting and 
Economics,SS

'LFKHY,*UDKDP-+DUYH\&5	5DMJRSDO6(DUQLQJVTXDOLW\(YLGHQFHIURP
WKHILHOGJournal of Accounting and Economics,SS

'LQJ<+RSH2.-HDQMHDQ7	6WRORZ\+'LIIHUHQFHVEHWZHHQGRPHVWLF
DFFRXQWLQJVWDQGDUGVDQG,$60HDVXUHPHQWGHWHUPLQDQWVDQGLPSOLFDWLRQVJournal of 
Accounting and Public Policy,SS



(DVOH\'	2
KDUD0,QIRUPDWLRQDQGWKHFRVWRIFDSLWDOThe Journal of Finance,
SS

(DVWRQ3'3(UDWLRV3(*UDWLRVDQGHVWLPDWLQJWKHLPSOLHGH[SHFWHGUDWHRIUHWXUQ
RQHTXLW\FDSLWDOThe Accounting Review,SS

(ZHUW5	:DJHQKRIHU$Accounting standards, earnings management, and 
earnings quality >2QOLQH@6\GQH\8QLYHUVLW\RI7HFKQRORJ\6\GQH\$YDLODEOH
KWWSVZZZXWVHGXDXVLWHVGHIDXOWILOHVDXW0DU$:DJHQKRIHUSGI>$FFHVVHG


)DPD()	0DF%HWK-'5LVNUHWXUQDQGHTXLOLEULXP(PSLULFDOWHVWVThe 
Journal of Political Economy,SS

)LHOG$Discovering statistics using SPSSQGHG/RQGRQ6$*(3XEOLFDWLRQV

)LOLS$	5DIIRXUQLHU%)LQDQFLDOFULVLVDQGHDUQLQJVPDQDJHPHQW7KH(XURSHDQ
HYLGHQFHThe International Journal of Accounting,SS

)UDQFLV%+DVDQ,	:X47KHEHQHILWVRIFRQVHUYDWLYHDFFRXQWLQJWR
VKDUHKROGHUV(YLGHQFHIURPWKHILQDQFLDOFULVLVAccounting Horizons,SS


)UDQFLV%%+DVDQ,	:X4'RFRUSRUDWHERDUGVPDWWHUGXULQJWKHFXUUHQW
ILQDQFLDOFULVLV"Review of Financial Economics,SS

)UDQFLV-/D)RQG52OVVRQ3	6FKLSSHU.7KHPDUNHWSULFLQJRIDFFUXDOV
TXDOLW\Journal of Accounting and Economics,SS

)UDQFLV-/D)RQG52OVVRQ30	6FKLSSHU.&RVWVRIHTXLW\DQGHDUQLQJV
DWWULEXWHVThe Accounting Review,SS

)UDQFLV-2OVVRQ3	6FKLSSHU.(DUQLQJVTXDOLW\Foundations and Trends® in 
Accounting,SS

*DUFtD/DUD-0*DUFtD2VPD%	3HQDOYD)&RQGLWLRQDOFRQVHUYDWLVPDQGFRVW
RIFDSLWDOReview of Accounting Studies,SS

*DVVHQ-	6HOOKRUQ7$SSO\LQJ,)56LQ*HUPDQ\GHWHUPLQDQWVDQGFRQVHTXHQFHV
Betriebswirtschaftliche Forschung und Praxis,SS



*RGH'	0RKDQUDP3,QIHUULQJWKHFRVWRIFDSLWDOXVLQJWKH2KOVRQ±-XHWWQHU
PRGHOReview of Accounting Studies,SS

*RK%:1J-	<RQJ.20DUNHWSULFLQJRIEDQNVµIDLUYDOXHDVVHWVUHSRUWHG
XQGHU6)$6GXULQJWKH(FRQRPLF&ULVLVWorking Paper, Singapore 
Management University 

*UD\3.RK36	7RQJ<+$FFUXDOVTXDOLW\LQIRUPDWLRQULVNDQGFRVWRI
FDSLWDO(YLGHQFHIURP$XVWUDOLDJournal of Business Finance & Accounting,Ǧ
SS

+DLO/	/HX]&,QWHUQDWLRQDOGLIIHUHQFHVLQWKHFRVWRIHTXLW\FDSLWDO'ROHJDO
LQVWLWXWLRQVDQGVHFXULWLHVUHJXODWLRQPDWWHU"Journal of Accounting Research,SS


+DLO//HX]&	:\VRFNL3*OREDODFFRXQWLQJFRQYHUJHQFHDQGWKHSRWHQWLDO
DGRSWLRQRI,)56E\WKH863DUW,,3ROLWLFDOIDFWRUVDQGIXWXUHVFHQDULRVIRU86
DFFRXQWLQJVWDQGDUGVAccounting Horizons,SS

+RUWRQ-6HUDIHLP*	6HUDIHLP,'RHVPDQGDWRU\,)56DGRSWLRQLPSURYHWKH
LQIRUPDWLRQHQYLURQPHQW"Contemporary Accounting Research,SS

,DWULGLV*,QWHUQDWLRQDO)LQDQFLDO5HSRUWLQJ6WDQGDUGVDQGWKHTXDOLW\RIILQDQFLDO
VWDWHPHQWLQIRUPDWLRQInternational Review of Financial Analysis,SS

,DWULGLV*	'LPLWUDV$,)LQDQFLDOFULVLVDQGDFFRXQWLQJTXDOLW\(YLGHQFHIURP
ILYH(XURSHDQFRXQWULHVAdvances in Accounting,SS

,TEDO$	.XPH2,PSDFWRIILQDQFLDOFULVLVRQFDSLWDOVWUXFWXUHRI8.ILUPVthe 
20th Annual Conference of the Multinational Finance Society.,]PLU7XUNH\

-DPDO.	7DQ+7-RLQWHIIHFWVRISULQFLSOHVEDVHGYHUVXVUXOHVEDVHGVWDQGDUGV
DQGDXGLWRUW\SHLQFRQVWUDLQLQJILQDQFLDOPDQDJHUV
DJJUHVVLYHUHSRUWLQJThe 
Accounting Review,SS

-LDR7.RQLQJ00HUWHQV*	5RRVHQERRP30DQGDWRU\,)56DGRSWLRQDQGLWV
LPSDFWRQDQDO\VWV
IRUHFDVWVInternational Review of Financial Analysis,SS


.LP'	4L<$FFUXDOVTXDOLW\VWRFNUHWXUQVDQGPDFURHFRQRPLFFRQGLWLRQVThe 
Accounting Review,SS



.RXVHQLGLV'9/DGDV$&	1HJDNLV&,7KHHIIHFWVRIWKH(XURSHDQGHEW
FULVLVRQHDUQLQJVTXDOLW\International Review of Financial Analysis,SS


.YDDO(	1REHV&,QWHUQDWLRQDOGLIIHUHQFHVLQ,)56SROLF\FKRLFH$UHVHDUFKQRWH
Accounting and Business Research,SS

/DPEHUW5$/HX]&	9HUUHFFKLD5(,QIRUPDWLRQDV\PPHWU\LQIRUPDWLRQ
SUHFLVLRQDQGWKHFRVWRIFDSLWDOReview of Finance,SS

/HX]&1DQGD'	:\VRFNL3'(DUQLQJVPDQDJHPHQWDQGLQYHVWRUSURWHFWLRQ
$QLQWHUQDWLRQDOFRPSDULVRQJournal of Financial Economics,SS

/LSH57KHUHODWLRQEHWZHHQVWRFNUHWXUQVDQGDFFRXQWLQJHDUQLQJVJLYHQDOWHUQDWLYH
LQIRUPDWLRQThe Accounting Review,SS

/LX0	:\VRFNL3&URVVVHFWLRQDOGHWHUPLQDQWVRILQIRUPDWLRQTXDOLW\SUR[LHVDQG
FRVWRIFDSLWDOPHDVXUHVAmerican Accounting Association (AAA).$YDLODEOHDW6651
KWWSVVUQFRPDEVWUDFW 

0F,QQLV-(DUQLQJVVPRRWKQHVVDYHUDJHUHWXUQVDQGLPSOLHGFRVWRIHTXLW\FDSLWDO
The Accounting Review,SS

0F1LFKROV0)'LVFXVVLRQRIWKHTXDOLW\RIDFFUXDOVDQGHDUQLQJV7KHUROHRI
DFFUXDOHVWLPDWLRQHUURUVThe Accounting Review,6XSSOHPHQWSS

0HOYLOOH$International Financial Reporting: A practical guideQGHG/RQGRQ
)LQDQFLDO7LPHV3UHQWLFH+DOO

0LOOHU0+	5RFN.'LYLGHQGSROLF\XQGHUDV\PPHWULFLQIRUPDWLRQThe Journal 
of Finance,SS

0LWWRQ7$FURVVILUPDQDO\VLVRIWKHLPSDFWRIFRUSRUDWHJRYHUQDQFHRQWKH(DVW
$VLDQILQDQFLDOFULVLVJournal of Financial Economics,SS

0RXVHOOL6-DDIDU$	*RGGDUG-$FFUXDOVTXDOLW\VWRFNUHWXUQVDQGDVVHWSULFLQJ
(YLGHQFHIURPWKH8.International Review of Financial Analysis,SS



1HZH\:.	:HVW.'$VLPSOHSRVLWLYHVHPLGHILQLWHKHWHURVNHGDVWLFLW\DQG
DXWRFRUUHODWLRQFRQVLVWHQWFRYDULDQFHPDWUL[Econometrica: Journal of the 
Econometric Society,SS

1REHV&7KHVXUYLYDORILQWHUQDWLRQDOGLIIHUHQFHVXQGHU,)567RZDUGVDUHVHDUFK
DJHQGDAccounting and business research,SS

1REHV&3DUNHU5%	3DUNHU55+Comparative international accounting
3UHQWLFH+DOO

2JQHYD0$FFUXDO4XDOLW\5HDOL]HG5HWXUQVDQG([SHFWHG5HWXUQV7KH,PSRUWDQFH
RI&RQWUROOLQJIRU&DVK)ORZ6KRFNVThe Accounting Review,SS

2KOVRQ-$	-XHWWQHU1DXURWK%(([SHFWHG(36DQG(36JURZWKDV
GHWHUPLQDQWVRIYDOXHReview of Accounting Studies,SS

3HQPDQ6+Financial statement analysis and security valuation1HZ<RUN
0F*UDZ+LOO

3HURWWL3	:DJHQKRIHU$(DUQLQJVTXDOLW\PHDVXUHVDQGH[FHVVUHWXUQVJournal of 
Business Finance & Accounting,SS

3H\WFKHYD0:ULJKW$0	0DMRRU%7KH,PSDFWRI3ULQFLSOHV%DVHGYHUVXV
5XOHV%DVHG$FFRXQWLQJ6WDQGDUGVRQ$XGLWRUV
0RWLYDWLRQVDQG(YLGHQFH'HPDQGV
Behavioral Research in Accounting,SS

3LQFXV0	5DMJRSDO67KHLQWHUDFWLRQEHWZHHQDFFUXDOPDQDJHPHQWDQGKHGJLQJ
(YLGHQFHIURPRLODQGJDVILUPVThe Accounting Review,SS

3OXPOHH0	3OXPOHH',QIRUPDWLRQORVW$GHVFULSWLYHDQDO\VLVRI,)56ILUPV

)UHFRQFLOLDWLRQVJournal of Applied Research in Accounting and Finance,SS


5LFKDUGVRQ6$6ORDQ5*6ROLPDQ07	7XQD,$FFUXDOUHOLDELOLW\HDUQLQJV
SHUVLVWHQFHDQGVWRFNSULFHVJournal of Accounting and Economics,SS

5RXQWUHH%:HVWRQ-3	$OOD\DQQLV*'RLQYHVWRUVYDOXHVPRRWKSHUIRUPDQFH"
Journal of Financial Economics,SS



6HFXULWLHVDQG([FKDQJH&RPPLVVLRQ6(&5RDGPDSIRUWKHSRWHQWLDOXVHRI
ILQDQFLDOVWDWHPHQWVSUHSDUHGLQDFFRUGDQFHZLWK,QWHUQDWLRQDO)LQDQFLDO5HSRUWLQJ
6WDQGDUGVE\86LVVXHUV:DVKLQJWRQ'&6(&

6HJRYLD-$UQROG9	6XWWRQ6*'RSULQFLSOHVYVUXOHVEDVHGVWDQGDUGVKDYHD
GLIIHUHQWLDOLPSDFWRQ86DXGLWRUV
GHFLVLRQVAdvances in Accounting Behavioral 
Research,

6LQJOHWRQ*UHHQ%The effects of mandatory IFRS adoption in the EU: A review of 
empirical research >2QOLQH@6651$YDLODEOHKWWSVVUQFRPDEVWUDFW 
>$FFHVVHG

6RGHUVWURP16	6XQ.-,)56DGRSWLRQDQGDFFRXQWLQJTXDOLW\$UHYLHZ
European Accounting Review,SS

6XQ-&DKDQ6)	(PDQXHO'+RZZRXOGWKHPDQGDWRU\DGRSWLRQRI,)56DIIHFW
WKHHDUQLQJVTXDOLW\RI86ILUPV"(YLGHQFHIURPFURVVOLVWHGILUPVLQWKH86
Accounting Horizons,SS

7DQ+:DQJ6	:HONHU0$QDO\VWIROORZLQJDQGIRUHFDVWDFFXUDF\DIWHU
PDQGDWHG,)56DGRSWLRQVJournal of Accounting Research,SS

7URPEHWWD0	,PSHUDWRUH&7KHG\QDPLFRIILQDQFLDOFULVHVDQGLWVQRQPRQRWRQLF
HIIHFWVRQHDUQLQJVTXDOLW\Journal of Accounting and Public Policy,SS


9HUGL5Financial reporting quality and investment efficiency >2QOLQH@6651
$YDLODEOH6651KWWSVVUQFRPDEVWUDFW >$FFHVVHG

:DONHU0+RZIDUFDQZHWUXVWHDUQLQJVQXPEHUV":KDWUHVHDUFKWHOOVXVDERXW
HDUQLQJVPDQDJHPHQWAccounting and Business Research,SS

:DQJ;<RXQJ'	=KXDQJ=The effects of mandatory adoption of international 
financial reporting standards on information environments.'RFWRURI3KLORVRSK\7KH
&KLQHVH8QLYHUVLW\RI+RQJ.RQJ


 


)LJXUH
)RUPXODHIRUWKHLPSOLHGFRVWRIHTXLW\FDSLWDOPRGHOV
7KHFRVWRIHTXLW\SUR[\ 7KHSUR[\V\PERO )RUPXOD
3ULFHHDUQLQJVJURZWKUDWLRPRGHO
3(*(DVWRQ ݎ௉ாீ  ݎ௉ாீ ൌඨܧO?݁݌ݏ୲ାଶO 㬍 ? ܧO ?݁݌ݏ୲ାଵO?୲ܲ ݁݌ݏ௧ HDUQLQJVSHUVKDUHDWWKHSHULRGt௧ܲ SULFHRIWKHVKDUHDWSHULRGt7KHPRGLILHGSULFHHDUQLQJV
JURZWKUDWLRPRGHO(DVWRQ ݎெ௉ாீ  ݎெ௉ாீ ൌ ܣ ൅ඥܣଶ ൅O?ܧO?݁݌ݏ୲ାଶO?െO?ܧO?݁݌ݏ୲ାଵO?O㬂?ܲ଴ܣ ൌ ܧO ?݀݌ݏ୲ାଵO㬂?	?ܲ୲ܣ ൌ 	?	?൬ߛ െ 	? ൅݀݌ݏ୲ାଵ଴ܲ ൰ ݀݌ݏ௧ GLYLGHQGVSHUVKDUHDWWKHSHULRGtߛ WKHUDWHRIJURZWKLQDEQRUPDOHDUQLQJVSRVWIRUHFDVW
KRUL]RQ,QLPSOHPHQWLQJWKHPRGHOߛLVHTXDOWRWKH
ULVNIUHHUDWHOHVVZKHUHWKHUHSUHVHQWV
HFRQRP\ZLGHJURZWK
7KH(FRQRP\ZLGHJURZWKPRGHO
2KOVRQDQG-XHWWQHU1DXURWK

ݎை௃ே
ݎை௃ேൌ ܣ
൅C?ളളളളള
ളളളളളOE ܣଶ ൅ ൬݁݌ݏ௧ାଵ௧ܲ ൰ ൈO?݁݌ݏ௧ାଷ െ ݁݌ݏ௧ାଶ݁݌ݏ௧ାଶ ൅ ݁݌ݏ௧ାହ െ ݁݌ݏ௧ାସ݁݌ݏ௧ାସ	? െ O ?ߛ െ 	 ?O ?O ?
7KHPRGLILHGHFRQRP\ZLGH
JURZWKPRGHO*RGHDQG
0RKDQUDP
ீݎ ெ ݎை௃ேൌ ܣ ൅ඨܣଶ ൅ ൬݁݌ݏ୲ାଵ୲ܲ ൰ ൈ O ?݁݌ݏ୲ାଶ െ ݁݌ݏ୲ାଵ݁݌ݏ୲ାଵ െ O ?ߛ െ 	 ?O ?O ?

0HDQLPSOLHGFRVWRIHTXLW\
FDSLWDO ݎ௠௘௔௡ 7KHDYHUDJHRIݎ௉ாீݎெ௉ாீ ǡݎை௃ேDQGீݎ ெ
7KLVILJXUHVKRZVWKHLPSOLHGFRVWRIHTXLW\SUR[LHVWKDWDUHXVHGDVUREXVWQHVVWRWKHIndEPPHDVXUH,W
LQFOXGHVWKHSUR[\QDPHV\PERODQGWKHIRUPXODWKDWXVHGWRPHDVXUHLW
 


)LJXUH
7KHPHDQRIIndEPRYHU\HDUV

7KHILJXUHVKRZVWKHDYHUDJHFRVWRIHTXLW\PHDVXUHGE\LQGXVWU\DGMXVWHGHDUQLQJVSULFHUDWLRSHU\HDUIURP
WKHSHULRGRIWR7KLVSHULRGLVFODVVLILHGLQWRWKUHHVXESHULRGVWKHSUHFULVLVSHULRG
WKHFULVLVSHULRGDQGWKHUHFRYHU\SHULRG


 
3UHFULVLV &ULVLV 5HFRYHU\







0H
DQ
,Q
G(
3
      
<HDUV



7DEOH
Panel A: Number of firms per industry for each year 
,QGXVWU\ <HDU 7RWDO 3HUFHQW      
$XWRPRELOHVDQG3DUWV         
%DVLF5HVRXUFHV         
&KHPLFDOV         
&RQVWUXFWLRQDQG0DWHULDOV         
)RRGDQG%HYHUDJH         
+HDOWK&DUH         
,QGXVWULDO*RRGVDQG6HUYLFHV         
0HGLD         
2LO	*DV         
3HUVRQDODQG+RXVHKROG*RRGV         
5HWDLO         
7HFKQRORJ\         
7HOHFRPPXQLFDWLRQV         
7UDYHODQG/HLVXUH         
7RWDO         
Panel B: Descriptive Statistics on earnings quality proxies and Firm Characteristics, 2005-2011 
 0HDQ 6' 0LQ  0HGLDQ  0D[
$FFUXDOVTXDOLW\$4       
3HUVLVWHQFH       
3UHGLFWDELOLW\       
6PRRWKQHVV       
7RWDO$VVHWVPLOV       
6L]HORJRIWRWDODVVHWV       
0DUNHW9DOXHPLOV       
6DOHVPLOV       
*URZWK       
/HYHUDJH       
%HWD&$30       
IndEP       
(DUQLQJ3ULFH5DWLR       ɐO㨀C	O?       ߪO?O?                     
 
  


Panel C: Correlation among earnings quality proxies 
 IndEP $4 3HUVLVW 3UHGLFW 6PRRWK %HWD 6L]H OHYHUDJH
IndEP 
$4  
 .0001       
3HUVLVWHQFH   
 .0001 .0001      
3UHGLFWDELOLW\    
 .0001 0.0021 .0001     
6PRRWKQHVV     
 0.0206 .0001 .0001 .0001    
%HWD      
 0.0005 0.6658 0.6462 .0001 .0001   
6L]H       
 .0001 .0001 .0001 .0001 .0001 .0001  
/HYHUDJH        
 .0001 0.0010 0.2122 .0001 .0001 0.0344 .0001 
*URZWK        
 0.1793 .0001 .0001 .0001 .0001 0.9410 .0001 .0001
 
Panel D: Mean IndEP values by each earnings quality quintiles 
 +LJK    /RZ 'LII WVWDW4 4 4 4 4 44
$4
IndEP       
3HUVLVWHQFH
IndEP       
3UHGLFWDELOLW\
IndEP       
6PRRWKQHVV
IndEP       

6DPSOHGHVFULSWLRQDQGYDULDEOHGHILQLWLRQV7KHVDPSOHFRPSULVHVILUPVZLWKGDWDRQDOOIRXUHDUQLQJVSUR[LHV
LQDJLYHQ\HDUt W ILUP\HDUREVHUYDWLRQVRYHULQGXVWULHV6L]H ORJRIWRWDODVVHWVLQ
\HDUt0DUNHWYDOXH PDUNHWYDOXHRIHTXLW\LQ\HDUt/HYHUDJH WRWDOLQWHUHVWEHDULQJGHEWGLYLGHGE\WRWDO
DVVHWVLQ\HDUt*URZWK ORJRISOXVWKHSHUFHQWDJHFKDQJHLQWKHERRNYDOXHRIHTXLW\RYHUWKHSUHFHGLQJ
\HDUV%HWD&$30 \HDUUROOLQJGDWDDFTXLUHGIURPILUPVSHFLILF&$30HVWLPDWLRQVXVLQJPRQWKO\GDWDLW
UHTXLUHV D ILUP WRKDYH DW OHDVW PRQWKO\REVHUYDWLRQV IndEP   WKH HDUQLQJV±SULFH UDWLRRI D ILUP OHVV WKH
PHGLDQHDUQLQJV±SULFHUDWLRRI LWV LQGXVWU\ɐO㨀C	O?  WKHVWDQGDUGGHYLDWLRQRIRSHUDWLQJFDVKIORZRIDILUP
FRPSXWHGRYHU WKHSUHFHGLQJ\HDUVɐO㨀SO?  WKH VWDQGDUGGHYLDWLRQRIQHW UHYHQXHRI D ILUPFRPSXWHG
RYHUWKHSUHFHGLQJ\HDUV WKHORJRIRSHUDWLQJF\FOHRIDILUPLQ\HDUt WKHQXPEHU
RI\HDUVWKDWDILUPUHSRUWHGQHWLQFRPHRXWRIWKHSUHFHGLQJ\HDUV

3DQHO&VKRZVWKH3HDUVRQFRUUHODWLRQVVLJQLILFDQFHOHYHOVDUHVKRZQLQLWDOLFV

3DQHO'VKRZVWKHPHDQLQGXVWU\DGMXVWHGHDUQLQJV±SULFHUDWLR(IndEP) IRUHDFK(4SUR[\TXLQWLOH7KHFROXPQ
ODEHOOHG'LII44VKRZWKHGLIIHUHQFHLQWKHPHDQYDOXHVRIIndEPEHWZHHQWKHSRRU4DQGKLJK4
HDUQLQJVTXDOLW\TXLQWLOHVSOXVWVWDWLVWLFVWHVWRIZKHWKHUWKHGLIIHUHQFHLV]HUR



 
7DEOH
5HJUHVVLRQVRIIndEPRQHDFKHDUQLQJTXDOLW\SUR[\GHFLOHUDQNDQGFRQWUROYDULDEOHV
 1 2 1 2 1 2 1 2 
%HWD        
 (1.16) (3.92) (1.18) (3.90) (1.11) (3.46) (1.19) (3.96) 
6L]H        
 (-2.24) (-6.26) (-2.39) (-6.78) (-2.83) (-9.60) (-2.50) (-7.56) 
*URZWK        
 (-2.11) (1.44) (-0.84) (2.31) (0.37) (3.13) (-1.05) (2.03) 
/HYHUDJH        
 (2.76) (7.12) (2.66) (6.63) (2.72) (7.04) (2.74) (7.03) 
(DUQLQJVTXDOLW\
$4




     
 (5.45) (2.93)       
3HUVLVWHQFH        
   (3.19) (3.82)     
3UHGLFWDELOLW\        
     (6.46) (7.12)   
6PRRWKQHVV        
       (2.23) (1.51) 
,QWHUFHSW        
 (2.49) (5.44) (2.65) (6.15) (2.88) (8.05) (2.95) (7.48) 
N        
R        
SYDOXHSYDOXHSYDOXH
7KHVDPSOHFRQVLVWVRIILUP\HDUREVHUYDWLRQVFRYHUVWKH\HDUVWRIndEP  WKHHDUQLQJV±SULFHUDWLRRIDILUPOHVVWKHPHGLDQHDUQLQJV±SULFHUDWLRRILWV
LQGXVWU\%HWD&$30 \HDUUROOLQJGDWDDFTXLUHGIURPILUPVSHFLILF&$30HVWLPDWLRQVXVLQJPRQWKO\GDWDLWUHTXLUHVDILUPWRKDYHDWOHDVWPRQWKO\REVHUYDWLRQV
6L]H ORJRIWRWDODVVHWVLQ\HDUt*URZWK ORJRISOXVWKHSHUFHQWDJHFKDQJHLQWKHERRNYDOXHRIHTXLW\RYHUWKHSUHFHGLQJ\HDUV/HYHUDJH WRWDOLQWHUHVWEHDULQJGHEW
GLYLGHGE\WRWDODVVHWVLQ\HDUt.

&ROXPQVKRZVWKHPHDQDQQXDOUHJUHVVLRQVRIIndEPRQWKHGHFLOHUDQNYDOXHRIHDFK(4SUR[\SOXVFRQWUROYDULDEOHV WVWDWLVWLFV LQSDUHQWKHVHV LVEDVHGRQWKHWLPH
VHULHVVWDQGDUGHUURUVRIWKHVHYHQ\HDUO\FRHIILFLHQWHVWLPDWHV
&ROXPQVKRZVWKHSRROHGUHJUHVVLRQVRIIndEPRQWKHGHFLOHUDQNYDOXHRIHDFK(4SUR[\SOXVFRQWUROYDULDEOHV


7DEOH
Panel A: Means annual regressions of IndEP on the innate and discretionary earnings quality 
proxy (decile rank), with control variables (Method 1) 
 IndEP IndEP IndEP IndEP
%HWD    
 (1.20) (1.16) (1.14) (1.19) 
6L]H    
 (-0.64) (-2.17) (-2.60) (-2.69) 
*URZWK    
 (-1.57) (-0.74) (-0.54) (-0.95) 
/HYHUDJH    
 (2.76) (2.49) (2.58) (2.55) 
$4Innate    
 (6.65)    
$4Disc.    
 (3.67)    
3HUVLVWHQFHInnate    
  (3.92)   
3HUVLVWHQFHDisc.    
  (2.05)   
3UHGLFWDELOLW\Innate    
   (4.78)  
3UHGLFWDELOLW\Disc.    
   (2.23)  
6PRRWKQHVVInnate    
    (4.24) 
6PRRWKQHVVDisc.    
    (-0.082) 
,QWHUFHSW    
 (-1.13) (2.21) (1.32) (3.06) 
N    
R    
SYDOXHSYDOXHSYDOXHt-VWDWLVWLFVLQSDUHQWKHVHVDQGLWDOLF
7KHVDPSOHFRQWDLQVILUP\HDUREVHUYDWLRQVRYHUW IndEP  WKHHDUQLQJV±SULFHUDWLRRIDILUPOHVV
WKHPHGLDQHDUQLQJV±SULFHUDWLRRILWVLQGXVWU\%HWD&$30 \HDUUROOLQJGDWDDFTXLUHGIURPILUPVSHFLILF
&$30HVWLPDWLRQVXVLQJPRQWKO\GDWDLWUHTXLUHVDILUPWRKDYHDWOHDVWPRQWKO\REVHUYDWLRQV6L]H ORJRI
WRWDODVVHWVLQ\HDUt*URZWK ORJRISOXVWKHSHUFHQWDJHFKDQJHLQWKHERRNYDOXHRIHTXLW\RYHUWKH
SUHFHGLQJ\HDUV/HYHUDJH WRWDOLQWHUHVWEHDULQJGHEWGLYLGHGE\WRWDODVVHWVLQ\HDUtInnate  WKHLQQDWH
FRPSRQHQWRIHDUQLQJVTXDOLW\SUR[\Disc. WKHGLVFUHWLRQDU\FRPSRQHQWRIHDUQLQJVTXDOLW\SUR[\


7DEOH
3RROHGUHJUHVVLRQVRIIndEPRQHDFKHDUQLQJVTXDOLW\SUR[\GHFLOHUDQNWKHLQWHUDFWLRQ
EHWZHHQHDUQLQJVTXDOLW\DQGFULVLVZLWKFRQWUROYDULDEOHV
 IndEP IndEP IndEP IndEP
%HWD    
 (5.32) (5.23) (4.78) (5.35) 
6L]H    
 (-7.15) (-7.81) (-10.2) (-8.59) 
*URZWK    
 (-1.43) (-0.33) (0.33) (-0.74) 
/HYHUDJH    
 (7.64) (7.07) (7.44) (7.52) 
&ULVLV    
 (6.84) (6.34) (6.90) (7.32) 
5HFRYHU\    
 (3.66) (3.66) (4.42) (5.30) 
$4    
 (4.66)    
$4&ULVLV    
 (15.5)    
$45HFRYHU\    
 (8.76)    
3HUVLVWHQFH    
  (11.2)   
3HUVLVW&ULVLV    
  (15.5)   
3HUVLVW5HFRYHU\    
  (9.20)   
3UHGLFWDELOLW\    
   (12.12)  
3UHGLFW&ULVLV    
   (16.4)  
3UHGLFW5HFRYHU\    
   (8.32)  
6PRRWKQHVV    
    (7.32) 
6PRRWK&ULVLV    
    (15.6) 
6PRRWK5HFRYHU\    
 
   (8.13) 
,QWHUFHSW    
 (4.23) (5.49) (6.75) (5.99) 
N    
DGMR    
SYDOXHSYDOXHSYDOXHt-VWDWLVWLFVLQSDUHQWKHVHVDQGLWDOLF
7KHVDPSOHFRQWDLQVILUP\HDUREVHUYDWLRQVRYHUt IndEP  WKHHDUQLQJV±SULFHUDWLRRIDILUPOHVV
WKHPHGLDQHDUQLQJV±SULFHUDWLRRILWVLQGXVWU\%HWD&$30 \HDUUROOLQJGDWDDFTXLUHGIURPILUPVSHFLILF
&$30HVWLPDWLRQVXVLQJPRQWKO\GDWDLWUHTXLUHVDILUPWRKDYHDWOHDVWPRQWKO\REVHUYDWLRQV6L]H ORJRI
WRWDO DVVHWV LQ \HDU t *URZWK   ORJ RI  SOXV WKH SHUFHQWDJH FKDQJH LQ WKH ERRN YDOXH RI HTXLW\ RYHU WKH
SUHFHGLQJ  \HDUV /HYHUDJH   WRWDO LQWHUHVW EHDULQJ GHEW GLYLGHG E\ WRWDO DVVHWV LQ \HDU t.  Crisis LV D GXPP\
YDULDEOHHTXDOVLI\HDUVDUHDQGDQGWKHUHVWHTXDOV]HURܴ݁ܿ݋ݒ݁ݎݕLVDGXPP\YDULDEOHHTXDOVLI\HDUVDUH
DQGDQGWKHUHVWHTXDOV]HUR

 


7DEOH
3RROHGUHJUHVVLRQVRIIndEPRQWKHLQQDWHDQGGLVFUHWLRQDU\HDUQLQJVTXDOLW\SUR[\GHFLOH
UDQNGHFLOHUDQNWKHLQWHUDFWLRQEHWZHHQWKRVHFRPSRQHQWVDQGFULVLVZLWKFRQWUROYDULDEOHV
 IndEP IndEP IndEP IndEP
%HWD    
 (5.33) (4.89) (4.77) (4.91) 
6L]H    
 (-0.88) (-5.57) (-7.61) (-8.37) 
*URZWK    
 (-1.17) (-0.23) (-0.48) (-0.61) 
/HYHUDJH    
 (6.92) (5.80) (6.44) (6.16) 
&ULVLV    
 (2.01) (1.99) (0.36) (4.11) 
5HFRYHU\    
 (-0.27) (-1.03) (-0.26) (2.45) 
$4,QQDWH    
 (2.84)    
$4'LVF    
 (0.41)    
$4,QQDWH&ULVLV    
 (2.92)    
$4'LVF&ULVLV    
 (1.34)    
$4,QQDWH5HFRYHU\    
 (1.99)    
$4'LVF5HFRYHU\    
 (2.21)    
3HUVLVWHQFH,QQDWH    
  (1.69)   
3HUVLVWHQFH'LVF    
  (0.11)   
3HUVLVWHQFH,QQDWH&ULVLV    
  (3.39)   
3HUVLVWHQFH'LVF&ULVLV    
  (2.53)   
3HUVLVWHQFH,QQDWH5HFRYHU\    
  (3.71)   
3HUVLVWHQFH'LVF5HFRYHU\    
  (1.95)   
3UHGLFWDELOLW\,QQDWH    
   (2.17)  
3UHGLFWDELOLW\'LVF    
   (1.89)  
3UHGLFWDELOLW\,QQDWH&ULVLV    
   (2.36)  
3UHGLFWDELOLW\'LVF&ULVLV    
   (0.88)  
3UHGLFWDELOLW\,QQDWH5HFRYHU\    
   (1.68)  
3UHGLFWDELOLW\'LVF5HFRYHU\    
   (0.72)  
6PRRWKQHVV,QQDWH    
    (0.25) 
6PRRWKQHVV'LVF    
    (-0.43) 
6PRRWKQHVV,QQDWH&ULVLV    
    (2.04) 
6PRRWKQHVV'LVF&ULVLV    
    (0.70) 
6PRRWKQHVV,QQDWH5HFRYHU\    
    (2.30) 
6PRRWKQHVV'LVF5HFRYHU\    
    (-1.12) 
,QWHUFHSW    
 (-1.09) (4.06) (2.77) (5.75) 
N    
DGMR    



SYDOXHSYDOXHSYDOXHt-VWDWLVWLFVLQSDUHQWKHVHVDQGLWDOLF
7KHVDPSOHFRQWDLQVILUP\HDUREVHUYDWLRQVRYHUt IndEP  WKHHDUQLQJV±SULFHUDWLRRIDILUPOHVV
WKHPHGLDQHDUQLQJV±SULFHUDWLRRILWVLQGXVWU\%HWD&$30 \HDUUROOLQJGDWDDFTXLUHGIURPILUPVSHFLILF
&$30HVWLPDWLRQVXVLQJPRQWKO\GDWDLWUHTXLUHVDILUPWRKDYHDWOHDVWPRQWKO\REVHUYDWLRQV6L]H ORJRI
WRWDO DVVHWV LQ \HDU t *URZWK   ORJ RI  SOXV WKH SHUFHQWDJH FKDQJH LQ WKH ERRN YDOXH RI HTXLW\ RYHU WKH
SUHFHGLQJ  \HDUV /HYHUDJH   WRWDO LQWHUHVW EHDULQJ GHEW GLYLGHG E\ WRWDO DVVHWV LQ \HDU t.  Crisis LV D GXPP\
YDULDEOHHTXDOVLI\HDUVDUHDQGDQGWKHUHVWHTXDOV]HURܴ݁ܿ݋ݒ݁ݎݕLVDGXPP\YDULDEOHHTXDOVLI\HDUVDUH
 DQG  DQG WKH UHVW HTXDOV ]HUR Innate   WKH LQQDWH FRPSRQHQW RI HDUQLQJV TXDOLW\ SUR[\ Disc.  WKH
GLVFUHWLRQDU\FRPSRQHQWRIHDUQLQJVTXDOLW\SUR[\


7DEOH
Panel A: Means annual regressions of Easton model and Modified Easton model on each earnings quality proxy (decile rank), with control variables 
        
 ݎ௉ாீ  ݎ௉ாீ  ݎ௉ாீ  ݎ௉ாீ  ݎெ௉ாீ  ݎெ௉ாீ  ݎெ௉ாீ  ݎெ௉ாீ %HWD        
 (4.87) (5.54) (5.59) (5.13) (4.73) (5.32) (5.36) (4.91) 
6L]H        
 (-5.87) (-6.85) (-6.80) (-6.80) (-5.94) (-6.87) (-6.77) (-6.78) 
*URZWK        
 (-2.06) (-1.01) (-0.70) (-0.81) (-2.29) (-1.16) (-0.86) (-1.01) 
/HYHUDJH        
 (4.34) (3.97) (4.04) (4.01) (4.67) (4.29) (4.34) (4.30) 
$4        
 (8.74)    (10.4)    
3HUVLVWHQFH        
  (2.94)    (2.54)   
3UHGLFWDELOLW\        
   (4.35)    (4.20)  
6PRRWKQHVV        
    (5.54)    (6.14) 
,QWHUFHSW        
 (7.59) (9.55) (9.32) (9.07) (7.61) (9.49) (9.17) (8.88) 
N        
R        
  


 
Panel B: Means annual regressions of the economy-wide growth model, the modified the economy-wide growth model and the mean of the four cot of 
equity capital proxies on each earnings quality proxy (decile rank), with control variables 
            
 ݎ௢௝௡ ݎ௢௝௡ ݎ௢௝௡ ݎ௢௝௡ ீݎ ெ ீݎ ெ ீݎ ெ ீݎ ெ rMean rMean rMean rMean
%HWD            
 (1.40) (1.43) (1.53) (1.44) (4.21) (4.66) (4.70) (4.39) (4.44) (5.09) (5.02) (4.76) 
6L]H            
 (-4.73) (-4.91) (-4.57) (-4.93) (-5.51) (-6.27) (-6.09) (-6.23) (-6.28) (-7.37) (-7.10) (-7.24) 
*URZWK            
 (1.00) (2.44) (2.54) (2.35) (-2.45) (-1.15) (-0.97) (-1.10) (-2.08) (-0.96) (-0.68) (-0.86) 
/HYHUDJH            
 (3.38) (3.21) (3.29) (3.11) (4.64) (4.26) (4.32) (4.28) (4.29) (4.09) (4.12) (4.17) 
$4            
 (5.59)    (14.5)    (10.4)    
3HUVLVWHQFH            
  (2.79)    (2.14)    (3.04)   
3UHGLFWDELOLW\            
   (1.16)    (3.02)    (4.49)  
6PRRWKQHVV            
    (1.96)    (5.73)    (5.43) 
,QWHUFHSW            
 (31.4) (31.1) (28.4) (29.4) (12.1) (14.8) (13.9) (14.1) (10.00) (12.9) (11.7) (11.8) 
N            
R            
SYDOXHSYDOXHSYDOXHWVWDWLVWLFVLQSDUHQWKHVHVDQGLWDOLF
7KHVDPSOHUDQJHVEHWZHHQDQGILUP\HDUREVHUYDWLRQVIRUt WR%HWD&$30 \HDUUROOLQJGDWDDFTXLUHGIURPILUPVSHFLILF&$30HVWLPDWLRQVXVLQJ
PRQWKO\GDWDLWUHTXLUHVDILUPWRKDYHDWOHDVWPRQWKO\REVHUYDWLRQV6L]H ORJRIWRWDODVVHWVLQ\HDUt*URZWK ORJRISOXVWKHSHUFHQWDJHFKDQJHLQWKHERRNYDOXHRI
HTXLW\RYHUWKHSUHFHGLQJ\HDUV/HYHUDJH WRWDOLQWHUHVWEHDULQJGHEWGLYLGHGE\WRWDODVVHWVLQ\HDUt. 






7DEOH
)L[HGDQGUDQGRPSDQHOUHJUHVVLRQVRIIndEPRQHDFKHDUQLQJVTXDOLW\SUR[\GHFLOHUDQNZLWKFRQWUROYDULDEOHV
 IndEP IndEP IndEP IndEP IndEP IndEP IndEP IndEP
 Fixed Random Fixed Random Fixed Random Fixed Random 
%HWD        
 (3.97) (3.69) (3.82) (3.63) (3.41) (3.07) (3.87) (3.64) 
6L]H        
 (3.96) (-3.35) (4.31) (-3.39) (2.75) (-5.68) (4.26) (-3.77) 
*URZWK        
 (-2.07) (1.24) (-2.00) (1.77) (-1.09) (2.72) (-2.01) (1.60) 
/HYHUDJH        
 (0.80) (5.14) (0.60) (4.86) (1.01) (5.14) (0.67) (5.11) 
$4        
 (1.93) (1.95)       
3HUVLVWHQFH        
   (1.91) (3.10)     
3UHGLFWDELOLW\        
     (5.40) (7.11)   
6PRRWKQHVV        
       (1.99) (1.72) 
,QWHUFHSW        
 (-3.49) (4.02) (-4.08) (3.85) (-3.20) (5.08) (-4.06) (4.60) 
N        
Hausman        
SYDOXHSYDOXHSYDOXHWVWDWLVWLFVLQSDUHQWKHVHVDQGLWDOLF
7KHVDPSOHFRQWDLQVILUP\HDUREVHUYDWLRQVIRUt WRIndEP  WKHHDUQLQJV±SULFHUDWLRRIDILUPOHVVWKHPHGLDQHDUQLQJV±SULFHUDWLRRILWVLQGXVWU\%HWD&$30
 \HDUUROOLQJGDWDDFTXLUHGIURPILUPVSHFLILF&$30HVWLPDWLRQVXVLQJPRQWKO\GDWDLWUHTXLUHVDILUPWRKDYHDWOHDVWPRQWKO\REVHUYDWLRQV6L]H ORJRIWRWDODVVHWV
LQ\HDUt*URZWK ORJRISOXVWKHSHUFHQWDJHFKDQJHLQWKHERRNYDOXHRIHTXLW\RYHUWKHSUHFHGLQJ\HDUV/HYHUDJH WRWDOLQWHUHVWEHDULQJGHEWGLYLGHGE\WRWDODVVHWVLQ
\HDUt. 






7DEOH
0HDQVDQQXDOUHJUHVVLRQVRIIndEPRQWKHGLVFUHWLRQDU\HDUQLQJVTXDOLW\SUR[\GHFLOHUDQN
ZLWKFRQWUROYDULDEOHV0HWKRG
 IndEP IndEP IndEP IndEP
%HWD    
 (1.19) (1.21) (1.19) (1.23) 
6L]H    
 (-2.07) (-2.26) (-2.66) (-2.21) 
*URZWK    
 (-1.17) (-0.17) (0.61) (-0.63) 
/HYHUDJH    
 (2.72) (2.68) (2.68) (2.71) ɐO㨀C	O?    
 (3.33) (3.97) (3.25) (3.68) ߪO?O?    
 (0.38) (0.49) (0.82) (0.39)     
 (-2.03) (-1.95) (-2.15) (-1.92)     
 (4.63) (4.73) (3.47) (3.91) 
$4Disc.    
 (3.68)    
3HUVLVWHQFHDisc.    
  (2.11)   
3UHGLFWDELOLW\Disc.    
   (5.93)  
6PRRWKQHVVDisc.    
    (0.24) 
,QWHUFHSW    
 (2.60) (2.77) (2.99) (2.86) 
N    
R    
SYDOXHSYDOXHSYDOXHt-VWDWLVWLFVLQSDUHQWKHVHVDQGLWDOLF
7KHVDPSOHFRQWDLQVILUP\HDUREVHUYDWLRQVRYHUW IndEP  WKHHDUQLQJV±SULFHUDWLRRIDILUPOHVV
WKHPHGLDQHDUQLQJV±SULFHUDWLRRILWVLQGXVWU\%HWD&$30 \HDUUROOLQJGDWDDFTXLUHGIURPILUPVSHFLILF
&$30HVWLPDWLRQVXVLQJPRQWKO\GDWDLWUHTXLUHVDILUPWRKDYHDWOHDVWPRQWKO\REVHUYDWLRQV6L]H ORJRI
WRWDODVVHWVLQ\HDUt*URZWK ORJRISOXVWKHSHUFHQWDJHFKDQJHLQWKHERRNYDOXHRIHTXLW\RYHUWKH
SUHFHGLQJ\HDUV/HYHUDJH WRWDOLQWHUHVWEHDULQJGHEWGLYLGHGE\WRWDODVVHWVLQ\HDUt; ɐO㨀C	O? WKHVWDQGDUG
GHYLDWLRQRIRSHUDWLQJFDVKIORZRIDILUPFRPSXWHGRYHUWKHSUHFHGLQJ\HDUVɐO?O? WKHVWDQGDUG
GHYLDWLRQRIQHWUHYHQXHRIDILUPFRPSXWHGRYHUWKHSUHFHGLQJ\HDUV WKHORJRIRSHUDWLQJF\FOH
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